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AVAILABILITY  OF  INSURANCE  IN 
MILWAUKEE,  WISCONSIN 


TUESDAY,  JANUARY  4,  1994 

House  of  Representatives, 
Subcommittee  on  Consumer  Credit  and  Insurance, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  11:47  a.m.,  at  the 
U.S.  Courthouse,  Milwaukee,  WI,  Hon.  Thomas  M.  Barrett  [acting 
chairman  of  the  subcommittee]  presiding. 

Staff  present:  Brian  Doherty,  Christine  Seyfried,  Jack  O'Meara, 
and  Sean  Cassidy. 

Chairman  Barrett.  We  will  call  the  meeting  to  order.  I  am  Con- 
gressman Tom  Barrett.  I  want  to  welcome  you  all  here  today. 

This  is  a  subcommittee  that  was  to  be  chaired  by  Representative 
Joseph  Kennedy  from  Massachusetts,  who  will  not  be  here  this 
morning.  Yesterday,  I  was  shoveling  the  snow  on  my  sidewalk, 
here  in  Milwaukee,  thinking  how  fortunate  we  were  that  the  snow 
didn't  hit  Milwaukee  yesterday  because  of  this  hearing.  I  didn't 
think,  well,  the  storm  is  moving  East  and  it  will  be  hitting  Boston 
today.  So  it  hit  Boston  over  the  night  and  Logan  Airport  was  closed 
this  morning,  so  he  was  not  able  to  make  it  out. 

We  are  going  to  go  ahead  with  the  meeting.  We  have  with  us 
some  of  the  staff  people  from  the  subcommittee:  Brian  Doherty  to 
my  immediate  right,  who  is  on  the  chairman's  staff;  Christine 
Seyfried,  who  is  also  on  the  subcommittee  staff;  and  from  my  staff. 
Jack  O'Meara. 

We  have  a  reporter  here  who  will  take  down  all  the  testimonv 
and  we  will  forward  it  to  Representative  Kennedy  who  is,  as  I  said, 
the  Chair  of  the  subcommittee. 

The  way  we  are  going  to  proceed  today  is  we  will  have  several 
panels.  First  we  will  start  with  Alderman  Pratt  and  we  will  hear 
from  him  and  several  other  people  we  have  asked  to  testify. 

If  we  have  time  at  the  end,  I  will  be  more  than  happy  to  enter- 
tain any  public  testimony  and  I  am  more  than  happy  to  stick 
around  afterwards  to  talk  to  anyone  who  has  any  strong  feelings 
one  way  or  the  other  on  this  issue. 

This  Subcommittee  on  Consumer  Credit  and  Insurance  continues 
a  series  of  hearings  on  the  availability,  affordability,  and  adequacy 
of  homeowners'  and  automobile  insurance. 

Representative  Kennedy  has  taken  the  subcommittee  to  New 
York,  to  Florida,  will  take  the  subcommittee  to  Los  Angeles.  So  he 
is  holding  a  series  of  hearings  throughout  the  country  to  examine 
this  issue, 

(1) 


Lack  of  access  to  insurance  for  low-income  and  minority  citizens 
is  not  a  new  problem.  Dozens  of  studies  over  the  last  quarter  cen- 
tury suggest  a  nationwide  pattern  of  discrimination.  Residents  of 
poor  and  minority  communities  either  pay  more  than  whites  for 
less  coverage  or  simply  are  refused  insurance. 

This  apparent  discrimination  extends  even  to  eminent  members 
of  the  community,  as  we  will  hear  today  when  Alderman  Pratt 
shares  his  experiences  with  us. 

What  is  new  is  that  the  Federal  response  to  the  possibilitv  of  in- 
surance redlining  is  in  the  works.  I  am  pleased  to  report  that  the 
House  Banking,  Finance  and  Urban  Affairs  Committee  has  ap- 
proved legislation  which  requires  increased  disclosure  of  where  in- 
surance policies  are  written. 

By  requiring  insurers  to  publicly  disclose  the  race  and  income  of 
their  policyholders,  this  legislation  will  help  State  and  Federal  offi- 
cials detect  and  eliminate  discrimination. 

President  Clinton  supports  antiredlining  disclosure  legislation, 
which  increases  the  chances  for  the  measure's  enactment  into  law 
this  Congress. 

While  the  problem  of  insurance  discrimination  is  national  in 
scope,  it  is  necessarily  local  in  its  effect.  In  Milwaukee,  that  can 
mean  that  if  you  live  on  the  north  side,  you  may  be  unable  to  ob- 
tain insurance  from  certain  companies.  If  you  are  able  to  get  insur- 
ance, you  mav  have  to  pay  more  to  get  less. 

A  study  released  earlier  this  year  by  the  Association  of  Commu- 
nity Organizations  for  Reform  Now  [ACORN]  says  that  while  93 
percent  of  the  single-family  housing  units  in  affluent  Milwaukee 
areas  are  insured  by  the  State's  25  largest  insurers,  only  51  per- 
cent of  single-family  units  in  poorer  areas  are  so  insured.  The  Com- 
munity Reinvestment  Act  requires  lenders  to  make  loans  available 
in  poor  areas. 

When  properties  are  uninsured  or  inadequately  insured,  it  makes 
it  nearly  impossible  for  lenders  acting  in  good  faith  to  carry  out 
this  law. 

This  deprivation  cannot  continue.  Property  insurance  is  abso- 
lutely essential  for  communities  to  obtain  the  credit  they  need  to 
build  stable  businesses  and  homes. 

We  are  fortunate  to  have  several  of  the  people  who  are  involved 
in  the  lawsuit  that  is  now  going  on  in  the  Federal  Court  here 
today. 

Marvin  Pratt,  as  I  indicated,  will  be  one  of  our  witnesses;  James 
Hall,  who  is  the  lead  attorney  in  that  case;  and  Dale  Latus,  who 
was  agent  of  the  year  eight  times  at  American  Family  Mutual  In- 
surance, will  describe  his  termination  from  the  company  for  what 
he  maintains  was  his  practice  of  writing  policies  for  African-Ameri- 
cans. 

I  want  to  make  it  clear  that  the  subcommittee  invited  a  rep- 
resentative of  American  Family  Mutual  Insurance  to  appear  here 
today.  That  invitation,  unfortunately,  was  declined. 

We  did,  however,  receive  a  letter  from  Dale  Mathwich,  chairman 
and  CEO  of  American  Family  Mutual  Insurance,  which  responds  to 
the  subcommittee's  invitation  and  I  ask  unanimous  consent  that 
that  be  included  in  the  record. 

[The  information  referred  to  can  be  found  in  the  appendix.] 


The  subcommittee  will  also  hear  from  Ms.  Carla  Wertheim,  asso- 
ciate director  of  the  Metropolitan  Milwaukee  Fair  Housing  Council, 
and  Mr.  William  Tisdale,  who  is  executive  director  of  the  council. 
They  will  describe  the  insurance  situation  in  Milwaukee,  particu- 
larly as  it  affects  minorities. 

Mr.  James  Brown,  director  of  the  Center  of  Consumer  Affairs, 
will  detail  the  problems  which  result  from  the  sometimes  arbitrary 
geographical  rate-setting  in  the  area  of  automobile  insurance.  Mr. 
Eric  Englund,  president  of  the  Wisconsin  Insurance  Alliance,  will 
outline  tne  response  of  the  insurance  industry  to  the  allegations  of 
racial  discrimination. 

We  have  a  landmark  insurance  discrimination  case  which  we  will 
discuss  in  some  detail  today.  It  is  the  intent  of  the  House  Banking 
Committee  to  have  a  landmark  civil  rights  law  enacted  in  this  Con- 
gress which  will  require  the  disclosure  of  where  insurance  policies 
are  written  in  much  the  same  manner  we  now  require  banks  to  dis- 
close mortgage  loans. 

I  would  like  to  ask  our  first  witness,  Alderman  Marvin  Pratt,  to 
please  come  forward. 

Alderman  Pratt  is  chairman  of  the  Economic  Development  Com- 
mittee of  the  Milwaukee  Common  Council,  and  in  that  capacity  has 
been  at  the  forefront  in  addressing  insurance  discrimination.  He  is 
also  a  plaintiff  in  the  NAACP  v.  American  Family  Mutual  Insur- 
ance suit. 

I  want  to  thank  Alderman  Pratt  for  being  here  today.  Good 
morning. 

STATEMENT  OF  HON.  MARVIN  PRATT,  ALDERMAN, 
MILWAUKEE  COMMON  COUNCIL 

Mr.  Pratt.  Grood  morning  and  thank  you  very  much,  Congress- 
man Barrett,  my  Congressman  from  the  Fifth  Congressional  Dis- 
trict. I  am  pleased  to  be  here  and  to  appear  before  you  and  am 
pleased  that  you  have  scheduled  these  hearings  here  in  the  city  of 
Milwaukee  on  the  adequacy,  affordability,  and  availability  of  insur- 
ance here  in  our  city. 

My  name  is  Marvin  Pratt  and  I  am  1  of  17  aldermen  in  the  city 
of  Milwaukee.  I  have  been  in  my  present  position  since  1987,  rep- 
resenting a  district  of  38,000  on  the  north  side  of  the  city.  My  dis- 
trict is  approximately  72  percent  African-American,  25  percent 
white,  and  3  percent  other  racial  minorities. 

My  wife,  Dianne,  and  I  are  part  of  a  group  of  eight  plaintiffs  who 
are  charging  American  Family  Mutual  Insurance  with  insurance 
redlining  here  in  the  city  of  Milwaukee. 

In  1990,  the  NAACP,  the  ACLU,  and  Legal  Aid  Society  filed 
briefs  on  our  behalf  outlining  what  we  believe  are  strong  cases  of 
racial  discrimination  and  demographic  discrimination  in  the  insur- 
ance field  by  American  Family. 

I  believe  American  Family  is  representative  of  the  overall  insur- 
ance industry  in  discriminating  against  racial  minorities  in  the 
selling  of  homeowners',  auto,  and  also  life  insurance.  I  believe  that 
race  of  minorities  and  others,  based  on  where  they  live — demo- 
graphic discrimination — pay  more  for  insurance. 

In  other  words,  in  most  urban  areas  of  this  country  that  gen- 
erally are  predominantly  minority,  the  people  who  live  there  pay 


more  for  insurance,  if  they  are  able  to  get  insurance  at  all,  and 
they  normally  receive  an  inferior  product. 

My  specific  experience,  which  is  the  basis  for  my  claim  against 
American  Family,  is  that  we,  my  spouse  Dianne  and  I,  received 
less  coverage  from  American  Family  when  we  moved  from  a  pre- 
dominantly white  area  of  the  city,  the  7900  block,  North  55th 
Street,  to  our  present  home,  which  is  located  in  a  predominantly 
black  area  of  the  city,  the  4800  block  on  North  16th  Street. 

At  our  previous  residence  on  the  northwest  side  of  the  city  from 
1978  to  1983,  we  were  given  the  best  homeowner  policy  that  Amer- 
ican Family  had  to  offer.  When  we  moved  in  1983  and  on  filing  a 
claim  in  1988,  we  found  out  that  the  policy  had  been  downgraded 
to  a  lesser  policy  that  covered  only  up  to  $1,000  of  lost  or  stolen 
articles  from  our  household.  At  our  previous  address,  the  total  re- 
placement cost  would  have  been  covered.  The  policy  was  lessened 
and  we  were  not  informed. 

Upon  inquiring  why  this  had  occurred,  we  were  told  that  because 
of  our  new  address,  we  did  not  and  could  not  receive  the  best  insur- 
ance policy  coverage,  meaning  that  our  new  address  was  less  desir- 
able by  American  Family's  standards  because  there  were  more 
minorities  in  the  area. 

Based  on  my  nearly  7  years  in  public  office  as  a  local  elected  offi- 
cial and  calls  that  I  received  before  and  after  my  experience  with 
American  Family,  I  believe  that  minority  neighborhoods  in  the  city 
of  Milwaukee  suffer  because  of  the  lack  of  available,  affordable,  and 
adequate  insurance  coverage. 

Residents  in  the  central  city  of  Milwaukee  probably  pay  more  for 
less  coverage,  receive  inadequate  coverage,  or  receive  no  coverage 
for  most  of  the  major  insurance. 

H.R.  1257,  the  Insurance  Consumer  Protection  Act,  would  serve 
similarly  to  the  Home  Mortgage  Disclosure  Act  in  that  where  in- 
surance is  written  and  not  written  would  be  documented  by  census 
tract. 

If  the  companies  are  identified  that  are  writing  policies,  that 
would  be  even  better.  Public  disclosure  and  possible  embarrass- 
ment over  the  lack  of  writing  policies  in  certain  census  tracts  would 
make  the  industry  more  receptive,  I  believe,  to  do  the  right  thing. 

Something  has  to  and  must  be  done.  The  high  cost  of  insurance, 

Eoor  coverage,  and  no  insurance  contribute  to  deteriorating  neigh- 
orhoods,  not  only  here  in  the  city  of  Milwaukee,  but  throughout 
our  urban  centers  nationwide. 

Mr.  Barrett,  others,  I  wish  you  success  in  your  attempt  to  ad- 
dress this  most  serious  problem. 

Thank  you. 

[The  prepared  statement  of  Marvin  Pratt  can  be  found  in  the 
appendix,] 

Chairman  Barrett.  Mr.  Pratt,  thank  you  for  your  testimony. 

Do  you  think  that  the  policies  that  vou  experienced  with  Amer- 
ican Family  are  an  exception  to  the  rule  in  Milwaukee?  Do  you  see 
other  insurers  that  you  believe  are  engaged  in  similar  practices? 

Mr.  Pratt.  I  think  there  are  other  insurers  that  are  engaged  in 
similar  practices,  and  I  don't  think  it  is  the  rule  just  for  Milwau- 
kee, as  it  is  the  rule,  I  would  submit  to  you,  for  most  urban  areas 
that  are  occupied  by  a  large  number  of  racial  minorities. 


Chairman  Barrett.  The  bill  that  is  being  proposed  by  Rep- 
resentative Kennedy  takes  sort  of  a  "sunlight  is  the  best  disinfect- 
ant" approach  to  this  problem.  It  recognizes  that  a  problem  exists. 

There  are  really  three  roads  you  can  go  down  once  you  see  that 
a  problem  exists.  First,  you  can  do  nothing  and  let  the  problem  re- 
main; second,  you  can  ask  the  government  to  come  in  and  solve  the 
problem;  third,  you  can  ask  the  private  sector  to  come  in  and  solve 
the  problem. 

His  approach  is  essentially  the  third  approach,  to  ask  the  private 
sector  to  solve  the  problem,  but  as  you  acknowledge  in  your  testi- 
mony, by  having  the  data  set  forth  as  to  where  policies  are  written, 
that  that  will,  in  your  words,  embarrass  companies  in  order  to  do 
it. 

Do  you  think  that  that  will  adequately  address  the  problem  or 
do  you  think  more  needs  to  be  done? 

Mr.  Pratt.  That's  a  good  question.  I  think  to  have  the  private 
sector  police  themselves  would  be  one  way  to  go  and  I  am  in  sup- 
port of  that,  but  I  think  maybe  more  needs  to  be  done  also. 

I  think,  you  know,  what  has  happened — in  city  government,  the 
comptroller's  office  does  an  annual  financial  mortgage  reporting 
statement  and  what  he  does  is  he  lists  lending  institutions  and 
where  they  make  loans,  and  I  think  just  having  that  report  come 
out  annually  put  pressure  on  lending  institutions  to  do  better. 

So  I  think  while  you  have  to  maybe  have  the  specter  of  having 
public  embarrassment  if  they  aren't  doing  what  they  should  do,  I 
think — I  don't  know  what  type  of  legislation  should  be  structured, 
but  maybe  some  type  of  legislation,  too. 

Chairman  Barrett.  Have  you  dealt  at  all  with  the  issue  of  auto- 
mobile insurance?  How  would  you  describe  the  problem  there? 

Mr.  Pratt.  The  issue  of  automobile  insurance?  For  the  most 
part,  it's  done  by  ZIP  Code,  and  it  is  my  sense  and  it  has  been  my 
experience  that  based  on  what  ZIP  Code  you  live  in,  you  pay  more. 
So  I  think  it  is  a  similar  problem. 

A  number  of  people  who  may  live  in  areas  that  I  represent 
may — and  I  know  of  people  who  do — use  ZIP  Codes  not  in  the  area 
in  which  they  live;  they  use  other  ZIP  Codes.  Say  if  their  mother 
lived  farther  out,  they  may  use  their  ZIP  Code  and  get  auto  insur- 
ance based  on  their  ZIP  Code  because  it  is  cheaper.  So  I  think,  yes, 
there  are  similar  problems.  Similar  problems. 

But  what  happens,  too,  for  homeowners'  insurance,  if  you  aren't 
able  to  get  the  insurance,  for  the  most  part  you  aren't  able  to  get 
the  house.  Even  after  you  get  the  insurance,  if  you  are  paying 
more,  you  have  less  disposable  income  to  make  the  necessary  re- 
pairs on  your  house.  So  in  the  long  range,  I  think  it  contributes  to 
a  c;ycle  of  not  being  able,  maybe,  to  make  the  necessary  repairs, 
which  leads  to  deterioration  in  our  neighborhoods. 

Chairman  Barrett.  One  of  the  things  that  we  heard  in  the  com- 
mittee in  Washington  with  respect  to  automobile  insurance  was  a 
practice — fortunately  we  haven't  seen  it  in  Wisconsin — where  an 
automobile  insurance  company  would  require  an  individual  to  have 
homeowners'  insurance  before  they  could  get  automobile  insurance. 

Given  the  fact  that  in  some  poorer  areas,  people  can't  afford  to 
own  their  own  homes,  that  is  a  very  subtle  way  of  not  permitting 
them  to  get  automobile  insurance  whatsoever. 


What  would  be  helpful  for  me  and  I  think  for  maybe  others  here 
is  if  you  could  describe  the  geographic  and  economic  makeup  of 
your  former  residence  and  your  home,  which  I  believe  is  in  the 
Kufus  King  area 

Mr.  Pratt.  That's  right. 

Chairman  Barrett.  Maybe  to  give  people  a  flavor  of  the  two  dif- 
ferent neighborhoods. 

Mr.  Pratt.  My  former  neighborhood,  I  lived  at  7903  North  55th 
Street,  which  is  about  IV2  blocks  south  of  Bradley  Road.  The  main 
intersections  would  be  probably  Sherman  to  the  east,  60th  Street 
to  the  west,  and  Brown  Deer.  So  I  was  right  close  to  Brown  Deer, 
across  the  street  from  Brown  Deer  High  School. 

It  was  an  area,  I  would  say  probably  30  percent,  25,  30  percent 
minority.  I  lived  in  kind  of  a  nice  residential  area.  People  didn't 
want  sidewalks  on  and  didn't  want  street  lights.  They  didn't  want 
sidewalks  and  street  lights.  I  moved  in  1983  when  I  ran  for  public 
office  the  first  time  and  I  moved  back  into  the  Rufus  King 
neighborhood. 

Now,  my  previous  experience  in  city  government  was  a  property 
appraiser  for  12  years,  so  I  know  residences  and  I  know  neighbor- 
hoods in  the  city  of  Milwaukee.  The  Rufus  King  neighborhood,  the 
area  that  I  chose  to  move  to,  was  I  think  one  of  the  finest  neighbor- 
hoods in  the  city  of  Milwaukee  and  that  area  specifically  was  the 
highest  voting  ward  in  the  city  of  Milwaukee  in  the  first  automatic 
district.  So  I  wanted  to  move  right  in  that  area.  I  said  if  I  had  a 
choice  of  where  I  had  to  live,  I  wanted  to  live  somewhere  between 
12th  and  20th.  So  I  moved  right  on  the  4800  block  of  North  16th. 

I  was  real  pleased  to  be  there.  I  would  say  to  you  that  people 
who  live  in  that  area  are  people  who  choose  to  live  there,  for  the 
most  part  two-income  families  or  retirees,  and  could  live  elsewhere. 
So  it  is  an  excellent  area,  I  think,  comparable  or  even  better  than 
the  area  that  I  moved  from. 

If  there  is  anything  that  is  different,  it  is  the  pigmentation  of  the 
skin  of  the  people  who  live  there  and  that  it  is  more  central  city. 
It  is  a  central  city  area.  Although  I  lived  in  ZIP  Code  5 — previously 
23,  I  moved  to  ZIP  Code  9.  So  I  thought  it  was  a  very  comparable 
area. 

I  had  a  burglary  in  my  home — in  the  10  years,  I  have  had  one 
burglary  there,  and  that  was  1988 — and  when  we  filed  the  claim, 
I  think  we  filed  the  claim  for  like  $2,500,  $3,000,  they  said  oh,  we 
can  only  pay  you  $1,000  because  that  is  all  your  policy  will  cover. 

We  had  two  incidents  at  our  previous  residence,  one  where  light- 
ning struck  a  tree,  and  the  insurance  came  out  and  repaired  it 
within  a  day  or  two  really,  and  another  we  had  a  minor  fire  and 
repaired  that,  over  $2,500  for  the  repair  of  that,  and  they  repaired 
it  quickly. 

The  policy  that  we  had  when  we  lived  down  on  55th  was  a  policy 
they  called  the  Grold  Star  Policy,  which  was  the  best  American 
Family  policy,  and  so  they  changed  the  policy  to  a  lesser  policy,  and 
really  I  didn't  know  that  until  we  filed  the  claim. 

Chairman  Barrett.  So  that  was  the  first  knowledge  you  had 
that  your  policy  had  been  changed,  after  you  filed  the  claim? 

Mr.  Pratt.  Right.  Exactly  right.  And  after  my  election,  I  went  to 
a  couple  of  meetings  called  by  ACLU  and  NAACP,  and  I  was  going 


there  just  for  information  kinds  of  purposes,  to  hear  about  insur- 
ance redlining,  and  after  I  went  to  these  meetings,  you  know,  a 
number  of  people  got  up  and  said,  you  know,  this  nappened  to  me 
and  this  is  my  experience  with  this  insurance  company,  and  as  I 
sat  there — I  think  I  went  to  the  meeting  in  1988 — as  I  sat  there 
I  said,  you  know,  I  had  something  like  that  happen  to  me.  So  I  was 
going  tnere  just  to  become  abreast  of  the  issue  and  ended  up  being 
one  of  the  plaintiffs  in  the  suit,  because  I  think  it  is  commonplace. 

Chairman  Barrett.  With  your  new  home,  if  I  can  call  it  your 
new  home  even  though  you  have  been  there  11  years  now,  would 
you  say  that  the  housing  stock  is  dilapidated  or  in  any  way  degen- 
erate— why  don't  you  describe  the  homes  again. 

Mr.  Pratt.  OK.  Thank  you. 

The  home  we  are  in  now  was  built  in  1924;  you  know,  Milwaukee 
bungalow,  brick  house,  you  know,  four  bedrooms,  a  family  room 
downstairs,  two  baths,  just  structurally  a  lot  more  structurally 
sound  than  the  previous  house,  than  the  house  we  moved  out  of, 
I  believe.  The  house  we  moved  out  of  was  more  maybe  aestheti- 
cally— maybe  more  aesthetically  pleasing,  but  this  house  we  are  in 
now  is  more  structurally  sound,  you  know,  leaded  glass,  oak,  just 
a  very,  very  nice  home  in  an  area  of  very,  very  nice  homes.  It  is 
very  stable. 

I  would  say  to  you  that  you  see  very  few  For  Sale  signs  in  that 
neighborhood  and,  you  know,  Rufus  King  High  School  being  an- 
other positive  force  in  the  neighborhood,  Phillips  School  being  right 
up  the  street  being  very  positive  for  the  neighborhood.  It  is  just  a 
very,  very  nice  neighborhood. 

Chairman  Barrett.  Now,  when  you  learned  about  the  denial  or 
the  limitation  for  the  replacement  value,  the  $1,000  replacement, 
did  that  apply  only  to  burglary  or  did  that  apply  to,  say,  fire  dam- 
age as  well? 

Mr.  Pratt.  The  replacement  costs — basically  what  they  said  was 
that  they  could  not  replace  the  house  that  we  were  in,  they  couldn't 
nearly  match  it  insofar  as  what  went  into  building  the  nouse.  So 
I  think  even  the  replacement  cost  was  lessened.  But  it  only — it  ap- 
plied to — for  burglaries  and  for  thefts  and  for  certain  damages  to 
the  house,  it  was  only  max  $1,000,  while  the  other  policy  was 
whatever — let's  say  for  the  replacement  cost,  what  was  lost  was 
$6,000  and  they  determined  that  $3,000  was  after  they  depre- 
ciated, that  would  be  the  cost,  they  would  give  you  the  $3,000.  We 
never  suffered  a  burglary  there  at  the  previous  house,  but  they 
would  have  given  us  $3,000  based  on  the  policy  that  we  had. 

Chairman  BARRETT.  Finally,  what  was  the  difference  in  price  be- 
tween the  two  policies? 

Mr.  Pratt.  Price  was  the  same  because  I  think — for  the  most 
part,  my  wife  handled  most  of  that,  but  the  price  was  the  same  be- 
cause I  know  she  never  did  mention  to  me  that  it  changed  one  way 
or  the  other.  Kept  the  same  price,  but  we  got  a  lesser  product. 

Chairman  Barrett.  OK.  Well,  I  appreciate  very  much  your  tak- 
ing the  time  to  testify  today. 

Mr.  Pratt.  Thank  you  very  much.  Congressman  Barrett. 

Chairman  Barrett.  Thank  you  very  much. 

What  we  would  like  to  do  now  is  have  the  next  panel  of  individ- 
uals. I  think  we  have  room  for  them  all  to  sit  at  the  table  here, 
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if  we  could,  James  Hall,  Dale  Latus,  Eric  Englund,  Carla 
Wertheim,  Bill  Tisdale,  and  Jim  Brown.  If  you  could  each  grab  a 
spot  at  the  table,  we  would  appreciate  it. 

I  also  would  like  to  introduce  Sean  Cassidy,  who  is  from  Con- 
gressman McCandless'  staff,  representing  the  minority,  who  is  also 
here  today.  There  he  is. 

James  Hall  is  our  first  witness  in  this  panel.  Mr.  Hall  is  a  mem- 
ber of  the  board  of  directors  and  chairman  of  Legal  Redress  from 
Milwaukee's  NAACP  chapter.  He  is  the  lead  attorney  for  the  plain- 
tiff in  the  NAACP  v.  American  Family  Mutual  Insurance  case.  The 
case  is  pending  before  the  Federal  District  Court,  with  a  trial  date 
set  not  before  spring  of  1995. 

Thank  you  for  being  with  us  today,  Mr.  Hall.  If  you  could 
proceed. 

STATEMENT  OF  JAMES  HALL,  ESQUIRE,  HALL,  FIRST  & 
PATTERSON,  S.C,  MEMBER  OF  THE  BOARD  OF  DIRECTORS 
AND  CHAIRMAN  OF  LEGAL  REDRESS,  NAACP  MILWAUKEE 
CHAPTER 

Mr.  Hall.  Thank  you.  Good  morning.  Congressman  Barrett,  con- 
gressional and  subcommittee  staff  members,  ladies  and  gentlemen. 

I  appreciate  the  opportunity  to  appear  before  this  subcommittee 
today  to  speak  with  regard  to  H.R.  1257.  Speaking  on  behalf  of 
many  of  us  in  Milwaukee,  Congressman  Barrett,  your  efforts,  your 
persistent  efforts  at  bringing  about  insurance  reform  are  greatly 
appreciated. 

We  know  that  you  were  one  of  the  primary  advocates  in  this  area 
while  in  the  State  legislature  and  we  appreciate  the  fact  that  this 
continues  to  be  a  priority  for  you. 

We  are  very  pleased  that  this  subcommittee  has  come  to  Milwau- 
kee to  gather  testimony.  You  have  alluded  to  the  lawsuit  which  is 
pending  in  the  matter  of  NAACP  v.  American  Family  Mutual  In- 
surance Co.  I  am  a  member  of  a  team  of  attorneys  representing  the 
plaintiffs  in  that  lawsuit. 

Bill  Lynch,  who  is  also  here  in  the  audience,  is  an  attorney  in 
that  matter  as  well,  and  actually  Bill  is  now  functioning  as  the 
lead  attorney  in  that  case.  But  we  have  a  team  of  about  six  or 
seven  attorneys  working  on  the  matter  and  we  have  been  working 
on  it  for  about  5  years  now.  Much  of  my  testimony  is  derived,  at 
least  in  part,  from  my  experience  and  involvement  in  that  matter. 

The  letter  regarding  testifying  referred  to  three  areas  of  testi- 
mony, and  I  will  speak  to  each  of  those  three  areas  in  turn.  First, 
the  availability,  affordability,  and  adequacy  of  insurance  in  minor- 
ity neighborhoods  in  Milwaukee. 

Recent  studies  show  that  upward  of  95  percent  of  homeowners 
across  the  Nation  have  some  form  of  insurance,  of  homeowners'  in- 
surance. It  is  significant,  however,  that  recent  studies  also  show 
that  approximately  90  percent  of  African -Americans,  as  compared 
to  just  3  percent  of  whites,  are  not  insured  by  private  companies, 
and  instead  must  obtain  insurance  through  some  form  of  a  "FAIR" 
plan.  In  Wisconsin,  that  plan  is  called  the  Wisconsin  Insurance 
Plan,  or  WIP.  In  Milwaukee  as  well  as  other  communities  around 
the  Nation,  almost  all  FAIR  plan  policies  are  issued  in  minority 
areas. 


There  is  clear  evidence  of  unwillingness  on  the  part  of  agents 
and  insurers  to  offer  the  same  level  of  services  and  products  in  mi- 
nority areas  as  in  other  neighborhoods  and  there  is  evidence  that 
the  products  available  in  minority  neighborhoods  are  inferior,  as 
just  testified  to  by  Alderman  Pratt.  So  the  real  issue  has  changed 
from  the  total  unavailability  of  insurance  to  the  availability  of 
quality  insurance  at  an  affordable  price. 

With  regard  to  the  adequacy  of  existing  law  to  remedy  discrimi- 
natory practices,  existing  law  provides  very  limited  remedies  to 
persons  who  are  victims  of  discrimination  by  insurance  companies. 

A  variety  of  regulations  of  varying  strength  exist  among  the  var- 
ious States  concerning  discrimination  by  insurance  companies.  Wis- 
consin's regulations  are  some  of  the  most  protective  of  consumer  in- 
terest in  the  country.  For  example,  Wisconsin  regulations  explicitly 
forbid  discrimination  on  the  basis  of  race,  on  the  basis  of  the  age 
of  a  dwelling,  and  on  the  basis  of  geographical  location  of  the  risk, 
which  is  oflen  used  as  a  proxy  for  race. 

However,  in  the  case  which  is  currently  pending  here  in  the 
Eastern  District  of  Wisconsin,  the  Federal  District  Court  ruled  that 
insurers  who  violate  these  State  insurance  regulations  are  not  sub- 
ject to  suit  by  private  persons  who  are  denied  insurance  because 
of  their  race,  the  age  of  the  dwelling,  or  the  location  of  their 
property. 

Thus,  in  Wisconsin,  a  consumer  has  no  effective  remedy  for  red- 
lining under  those  State  insurance  laws.  I  say  insurance  laws 
because  it  is  worth  noting  that  Wisconsin  also  has  a  State  Fair 
Housing  Act  which  provides  a  theory  of  relief,  but  the  point  is  the 
insurance  regulations,  at  least  as  ruled  by  this  court  in  this  dis- 
trict, don't  provide  a  private  right  of  action. 

Federal  remedies  are  also  inadequate.  The  plaintiffs  in  the 
NAACP  case  won  a  significant  victory  for  fair  housing  by  obtaining 
a  ruling  from  the  Seventh  Circuit  Court  of  Appeals  in  Chicago  that 
the  Federal  Fair  Housing  Act  applies  to  insurance  companies  as 
well  as  to  realtors,  lenders,  and  other  actors  in  the  real  estate 
business. 

Earlier  this  year,  the  U.S.  Supreme  Court  refused  to  hear  an  ap- 
peal from  that  decision.  Thus,  in  this  Federal  Circuit  at  least,  and 
presumably  across  the  country,  victims  of  insurance  redlining  have 
some  means  to  challenge  redlining  by  a  homeowner's  insurer. 

However,  a  remedy  under  the  Federal  Fair  Housing  Act  provides 
a  hollow  hope  to  most  victims  of  redlining.  Importantly,  the  Fed- 
eral Fair  Housing  Act  applies  only  to  the  provision  of  insurance  for 
dwellings;  it  does  not  address  auto  insurance  redlining,  which  af- 
fects even  larger  numbers  of  urban  consumers. 

In  addition,  like  most  persons  who  are  denied  credit,  most  per- 
sons are  not  told  the  real  reason  for  an  insurer's  refusal  to  insure 
or  a  decision  to  cancel  insurance.  They  do  not  have  information 
from  which  they  can  determine  whether  a  pattern  of  discriminatory 
conduct  is  occurring.  They  do  not  have  the  resources  to  engage  in 
significant  factual  investigation  to  determine  the  common  practices 
of  insurers  in  their  locations.  Thus,  current  laws  do  not  adequately 
permit  individual  consumers  to  evaluate  whether  redlining  is 
occurring. 
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Legislation  is  needed  to  inform  consumers  about  the  patterns  of 
insurance  activities  in  their  communities  and  to  provide  a  means 
of  remedying  racially  discriminatory  patterns. 

In  this  regard,  H.R.  1257  is  valuable  and  important  legislation, 
because  to  the  extent  that  it  introduces  the  idea  of  disclosure  at  the 
Federal  level,  it  provides  the  first  steps  necessary  for  an  analysis 
of  industry  practices  and  for  fashioning  additional  laws  to  remedy 
unlawful  discrimination. 

If  I  may  mention  on  that  point,  in  the  lawsuit  which  is  presently 
pending,  Alderman  Pratt  referred  to  a  town  meeting  which  he  at- 
tended and  there  was  a  discussion  about  this  type  of  issue  and  that 
is  where  he  sort  of  recognized  his  situation. 

The  lawsuit  was  filed  in  1990.  Those  of  us  working  on  the  case 
spent  at  least  3  years  prior  to  filing  the  lawsuit  collecting  data  and 
information  and  just  investigating  the  matter,  I  mean,  3  solid  years 
of  work.  And  it  was  only  through  marshaling  resources  of  the 
ACLU,  the  NAACP,  the  Legal  Aid  Society,  as  well  as  the  private 
lawyers  involved  for  some  3  years,  that  we  were  able  to  gather  the 
data  necessary  to  analyze  tne  situation  and  ultimately  bring  the 
lawsuit. 

I  will  move  to  the  third  area,  the  benefits  of  disclosure  under 
H.R.  1257. 

Several  aspects  of  H.R.  1257  are  critically  important.  First,  it  is 
important  that  insurers  be  required  to  disclose  information  by  cen- 
sus tract  rather  than  ZIP  Code. 

I  heard  of  or  possibly  saw,  I  thought  at  least,  an  earlier  or  an- 
other version  of  legislation  which  referred  to  disclosure  by  ZIP 
Code  rather  than  census  tract,  and  if  I  may  just  speak  to  that,  the 
version  that  I  have  reviewed,  dated  August  5,  1993,  I  believe  refers 
to  census  tract. 

But  just  to  speak  to  that  point,  it  is  important  that  insurers  be 
required  to  disclose  by  census  tract  rather  than  ZIP  Code.  In  Wis- 
consin, the  commissioner  of  insurance  has  for  several  years  re- 
quired the  largest  companies  doing  business  in  the  State  to  provide 
quarterly  reports  disclosing  homeowners'  insurance  activity  by  ZIP 
Code. 

While  this  information  is  helpful  in  creating  a  broad  view  of  the 
insurer's  market  activity  in  an  urban  area,  it  may  mask  the  racial 
effect  of  a  particular  insurer's  practice. 

For  example,  a  ZIP  Code  may  consist  of  two  nearly  identical  con- 
tiguous residential  neighborhoods,  one  predominantly  white  and 
the  other  predominantly  black.  If  an  insurer  did  a  large  business 
in  the  white  neighborhood  and  no  business  in  the  black  neighbor- 
hood, the  statistical  evidence  for  the  ZIP  Code  would  indicate  that 
the  insurer  was  doing  an  average  business  in  the  ZIP  Code  as  a 
whole,  while  masking  the  discriminatory  practice. 

By  contrast,  the  census  tract  is  a  much  smaller  and  more  dis- 
crete geographical  unit.  Demographic  information  gathered  that 
way  permits  researchers  to  adjust  for  differences  in  the  population 
and  housing  characteristics  between  census  tracts  so  that  different 
areas  may  be  more  effectively  compared. 

We  would  point  out  that  the  burden,  the  reporting  burden  on  in- 
surers would  not  be  significantly  increased  by  this  unit  of  compari- 
son as  opposed  to  ZIP  Codes. 
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The  bill  delegates  authority  to  the  Secretary  of  HUD  to  further 
define  the  precise  data  which  will  be  collected  from  insurers.  While 
it  is  advisable  to  give  the  Secretary  some  discretion  in  this  matter, 
no  doubt,  it  is  important  to  make  clear  the  basic  information  nec- 
essary to  any  serious  regulatory  effort. 

For  example,  section  204(a)(1)  of  the  bill  describes  reporting  re- 
quirements as  the  total  number  of  policies,  total  exposures,  total 
premiums,  and  total  cancellations  and  nonrenewals  by  designated 
line  and  geographical  area.  However,  it  would  be  extremely  critical 
to  know  the  underwriting  criteria  used  to  qualify  a  person  or  prop- 
erty for  insurance. 

Without  an  understanding  of  the  criteria  employed  to  accept  or 
reject  a  risk,  consumers  cannot  evaluate  the  justifications  for  deni- 
als and  cancellations  of  insurance. 

Many  underwriting  criteria  may  be  based  on  subjective  ideas 
about  characteristics  of  groups  of  persons,  which  ideas  have  not 
been  scientifically  tested.  Vague  and  subjective  criteria  such  as  evi- 
dence of  pride  of  ownership  are  things  that  we  have  heard  of  in  the 
insurance  industry. 

So  the  point  is  underwriting  criteria  is  something  that  we  would 
suggest  that  the  subcommittee  consider  as  a  requirement  for 
disclosure. 

In  addition,  it  would  also  be  critical  to  gather  the  following  infor- 
mation from  homeowners'  insurers  by  census  tract. 

A:  The  number  of  applications  written. 

This  would  assist  in  determining  whether  agents  are  even  sub- 
mitting applications  on  behalf  of  homeowners  in  the  region  or 
whether  they  are  discouraging  people  from  even  applying  for 
insurance. 

Insurers  could  also  be  required  to  request  that  applicants  dis- 
close racial  characteristics  and  gender.  This  would  further  assist  in 
determining  the  types  of  applications  solicited  from  an  area. 

I  would  point  out  on  the  issue  of  the  requirement  of  disclosure 
of  racial — race  on  an  application  at  the  point  of  application,  I  think 
that's  a  tricky  one  because  it  could  very  well  discourage  the  very 
people  we  are  trying  to  benefit  by  this  if  all  of  a  sudden  applicants 
are  asked  their  race  at  the  time  of  seeking  insurance.  Particularly, 
much  insurance  business  is  conducted  by  telephone,  and  if  someone 
calls  an  agent  and  the  agent  wants  to  know  the  race,  it — I  think 
that  is  tricky  as  it  may  discourage  applicants  and  may  even  pro- 
vide a  further  basis  for  agents  to  discriminate. 

But  the  point  is  if  there  is  a  way  of  gathering  this  type  of  infor- 
mation, perhaps  not  at  the  time  of  the  application — I  don't  know 
how  it  would  be  framed,  but  this  would  be  useful  information  in 
determining  whether  applications  are  coming  from  a  particular 
region. 

I  will  move  to  point  B:  The  number  of  policies  issued  by  type  or 
form  of  the  policy. 

This  would  assist  in  determining  whether  inferior  types  of  poli- 
cies, including  such  things  as  higher  deductibles,  greater  exclusions 
on  coverage,  coverage  for  only  the  cost  of  repair  as  opposed  to  the 
cost  of  replacement,  are  being  sold  in  particular  neighborhoods. 

C:  The  reasons  given  for  cancellation  and/or  nonrenewal. 
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This  would  uncover  patterns  of  use  of  improper  or  unjustified  un- 
derwriting criteria. 

D:  With  regard  to  aggregate  loss  data,  losses  should  be  itemized 
by  the  covered  peril,  such  as  water,  wind,  fire,  theft,  and  so  forth. 

This  would  enable  consumers  to  evaluate  whether  the  underwrit- 
ing criteria  and  rates  for  various  kinds  of  coverage  are  rationally 
related  to  the  risk  of  insuring  for  that  peril  in  that  community. 

I  do  have  a  couple  further  comments,  if  I  may. 

Section  204(c)  of  the  bill  provides  an  opportunity  to  insurers  to 
protect  information  entitled  to  protection  as  what's  called  trade  se- 
crets. While  we  understand  that  point,  we  believe  an  opportunity 
should  exist  for  consumers  to  challenge  this  designation  so  that  in- 
surers' efforts  to  utilize  this  section  to  hide  information  indicative 
of  discriminatory  practices  is  not  aided.  Otherwise,  that  exception 
could  swallow  the  rule,  swallow  the  bill. 

I  would  assume  that  even  with  regard  to  underwriting  criteria, 
which  I  suggest  if  that  were  in  here,  insurers  would  object  that  it's 
trade  secrets,  but — we  recognize  that  problem. 

Section  213(a)(2)  of  the  bill,  with  regard  to  timing  of  availabihty 
of  information,  as  drafted,  the  bill  appears  to  permit  the  Secretary 
to  withhold  all  information  submitted  by  insurers  from  the  public 
for  a  minimum  of  9  months  and  for  longer  if  the  information  to  be 
reported  by  the  Secretary  is  not  available  in  its  entirety. 

This  unnecessarily  frustrates  private  enforcement  efforts.  Infor- 
mation should  be  available  under  the  general  provisions  of  the 
Freedom  of  Information  Act,  we  believe,  within  a  reasonable  time 
after  request  is  made. 

We  don't  see  any  reason  to  delay  private  enforcement  efforts  be- 
cause of  delays  caused  by  the  government  or  by  insurers  in  disclos- 
ing the  information. 

Those  are  my  comments.  If  I  may  point  out  one  additional  thing, 
in  that  other  version  that  I  alluded  to,  I  believe  there  was — the  ver- 
sion I  have  refers  to  150  areas,  metropolitan  areas,  as  the  applica- 
ble areas  covered  by  the  act.  I  thought  another  version  referred  to 
25.  Is  that  correct? 

Chairman  Barrett.  That's  correct. 

Mr.  Hall.  We  would  strongly  urge  that  the  150  areas  is  much 
better,  because  with  this  type  of  disclosure  bill,  much  of  the  en- 
forcement or  much  of  the  effectiveness  of  what  comes  out  of  this 
relates  to  local  organizing. 

As  you  alluded  to  at  the  beginning.  Congressman  Barrett,  this 
problem  is  sort  of  by  nature  localized,  and  the  more  areas  that  are 
involved  in  the  process,  the  more  situations  around  the  country 
where  you  have,  you  know,  people  organizing  around  the  data,  con- 
sumers gearing  up  and  being  in  a  position  to  do  something  about 
the  information  which  has  come  forth  in  their  particular  commu- 
nity, the  media  is  interested,  and  we  think  there  is  a  much  greater 
likelihood  that  there  would  be  broader  impact  if  there  were  more 
areas  covered  than  with  just  25  areas.  It  is  much  less  likely  that 
someone  in  an  area  which  is  not  1  of  those  25  areas  will  be  in  a 
position  to  benefit  from  the  legislation. 

Thank  you. 

[The  prepared  statement  of  James  Hall  can  be  found  in  the 
appendix.] 
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Chairman  Barrett.  OK.  Thank  you  for  your  testimony.  I  think 
what  we  will  do  is  we  will  hear  the  testimony  of  all  the  speakers 
and  then  we  will  have  some  questions. 

I  should  also  point  out  that  we  do  have  a  statement  that  has 
been  submitted  by  Senator  Feingold.  I  have  copies  of  that  that  are 
available  to  the  public  as  well  over  on  the  side. 

I  also  mention  that  when  we  are  done  with  this  panel,  if  there 
are  individuals  in  the  audience  who  wish  to  give  public  testimony, 
we  would  be  more  than  happy  to  stick  around  with  that. 

If  you  could  sign  with  Jack  O'Meara  if  you  want  to  give  public 
testimony,  that  would  be  very  helpful. 

Finally,  for  those  of  you  who  came  in  late,  Congressman  Joe  Ken- 
nedy, who  is  the  Chair  of  this  subcommittee,  was  struck  by  some 
bad  weather  in  Boston.  Logan  International  Airport  was  closed  this 
morning.  I  felt  that  anybody  who  lives  in  Wisconsin  would  be  em- 
phatic to  that  problem  and  if  any  place  would  understand  the  prob- 
lem of  being  snowed  in,  we  would  understand  it  here.  So  I  am  sorry 
he  is  not  here  today,  but  obviously  what  we  are  doing  is  moving 
forward  with  the  testimony  so  that  we  can  enter  it  in  the  record 
in  Washington. 

I  think  what  we  will  do  is  we  will  move  right  across  the  table, 
so  our  next  speaker,  then,  will  be  Dale  Latus.  Mr.  Latus  owns  and 
runs  Latus  Financial  and  Insurance.  He  has  20  years  of  experience 
in  the  insurance  industry,  formerly  was  with  American  Family  Mu- 
tual Insurance  before  opening  his  own  company. 

Thank  you  for  being  with  us  today,  Mr.  Latus. 

STATEMENT  OF  DALE  LATUS,  LATUS  FINANCIAL  AND 

INSURANCE 

Mr.  Latus.  Thank  you,  Mr.  Barrett,  the  rest  of  the  subcommit- 
tee. I  want  to  thank  our  congressional  leader  Joseph  Kennedy's  of- 
fice for  allowing  me  the  opportunity  to  give  more — if  I  could  just 
preface  this  report  before  I  get  into  it,  it  is  more  of  a  testimonial 
as  to  what  my  experience  was  as  an  agent  with  the  company,  with 
American  Family,  versus  testimony.  I  decided  to  put  together  a  bio 
and  just  go  through  some  of  the  past  years'  experience  with  Amer- 
ican Family. 

I  own  and  run  an  insurance  business  at  5232  West  Oklahoma 
Avenue  in  Milwaukee.  I  presently  reside  at  5339  West  Coldspring 
Road  in  Greenfield.  I  have  been  an  insurance  agent  in  the  Milwau- 
kee area  for  over  20  years.  I  spent  the  first  17  years  of  that  career 
with  American  Family  Mutual  Insurance. 

My  prehigh  school  years  were  spent  at  Dover  Street  Grade 
School,  Frische  High  School,  and  I  graduated  in  1968  from  Water- 
ford  High.  I  participated  in  baseball,  football,  basketball,  and  track. 
I  received  conference  mention  in  football,  helped  our  basketball 
team  as  a  starter,  ranked  20th  in  the  State  of  Wisconsin  in  1967. 

I  spent  1968  through  1970  at  Spencerian  Business  College.  I 
then  took  a  job  position  at  Marquette  Cement  Manufacturing  Co., 
in  Milwaukee  until  1974,  when  I  was  recruited  by  American  Fam- 
ily Mutual  Insurance  to  be  one  of  their  Milwaukee  insurance 
agents. 
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My  first  child  was  a  daughter,  born  July  16,  1970,  named 
Michelle,  our  second  and  last  child  a  son  bom  October  10,  1976.  We 
named  him  Damon. 

My  career  with  American  Family  started  by  my  district  manager 
at  the  time  telling  me  that  if  I  worked  hard  for  5  years — I  think 
this  is  what  every  insurance  agent  hears  from  a  district  recruiting 
manager  at  the  time  of  application — he  said  I  could  expect  a  life- 
time of  financial  results,  along  with  freedom  of  hours  from  employ- 
ment, take  vacations  whenever  I  wanted,  build  a  new  home,  and 
own  nice  vehicles,  and  that  sounded  real  good  to  me  back  in  1973. 

Well,  I  listened  well  and  had  a  very  enjoyable  career  up  until  No- 
vember 26,  1990,  when  I  lost  my  agent's  career  position  with  this 
company.  My  career,  however,  did  start  off  with  a  so-called  bang. 
I  was  Wisconsin  East  Agent  Rookie  of  the  Year.  I  had  not  only 
outproduced  all  new  agents  that  year,  but  had  written  more  life  in- 
surance than  any  other  veteran  agent  that  year  in  Wisconsin  East. 
The  territory  is  divided  into  three  areas — Wisconsin  East,  South, 
and  West. 

I  loved  the  business  and  enjoyed  helping  those  who  called  on  me. 
My  career  started  by  American  Family  allowing  me  to  practice  with 
225  accounts.  That  is  what  they  transferred  over  to  me  when  I 
came  into  the  business.  And  in  17  years,  I  had  built  those  accounts 
up  to  3,450  accounts.  My  volume  of  premium  went  fi*om  approxi- 
mately $30,000  per  year  to  $1.5  million  business.  I  was  at  the  time 
considered  one  of  the  company's  fastest  growing  agents. 

I  spent  5  days  a  week  in  the  office,  plus  4  nights  per  week  on 
appoints  in  the  evening,  and  Saturday  mornings  at  the  office,  to 
build  this  agency  for  myself  and  my  family's  financial  future.  I  was 
told  from  the  very  beginning  by  then  Casey  Lucchesi,  my  district 
manager,  that  I  was  a  career  agent  and  I  could  retire  from  this  po- 
sition with  American  Family  if  I  so  chose  to. 

In  my  report  I  listed  five  items.  Item  number  1  gives  a  synopsis 
of  some  of  my — if  I  could  just  insert  this.  I  don't  know  if  time  al- 
lows me  to  spend  too  mucn  time  on  those  items.  But  item  number 
1  gives  some  of  my  accolades  with  the  company  through  my  17 
years  with  them,  and  this  is  just  a  brief  idea  as  to  what  it  was. 

Below  is  a  list  of  my  most  honorable  accomplishments  during  my 
17  years  with  American  Family  Mutual  Insurance:  Rookie  of  the 
Year;  Agent  of  the  Year  8  times;  most  applications  in  district  15 
years  in  a  row;  top  3  in  life  production  in  district  for  17  years; 
Agent  of  the  Month  40  different  times;  outproduced  all  Wisconsin 
agents  3  different  times;  top  100  of  the  company  in  productivity  in 
1982;  finished  fifth  out  of  3,500  agents  in  May  1984  in  production; 
finished  first  in  1987  in  life  production;  finished  first  in  health,  cas- 
ualty, and  property  lines  in  1988;  won  the  Spring  Convention  1,000 
Point  Club  award  in  1989,  and  I  know  none  of  you  know  what  this 
is.  It  is  just  some  top  awards  that  the  company  gives  for  produc- 
tion; finished  seventh  in  American  Standard  Business  in  1989. 

I  was  for  17  years  and  still  remain  after  3  years  of  not  being  with 
the  company  District  36's  only  Hall  of  Fame  Agent.  I  still  remain 
Casey  Lucchesi's  District  36's  only  Hall  of  Fame  Agent  in  his  27- 
year  career,  and  I  think  I  am  certain  he  has  probably  had  in  excess 
of  100  agents  in  his  27-year  career.  I  was  his  only  agent  to  date 
that  has  ever  produced  this  much  production. 
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In  January  1989,  I  was  invited  to  attend  a  company  meeting. 
The  reason  I  was  invited  because  I  had  been  the  Agent  of  the  Year 
award  winner  the  previous  year.  So  with  this  type  of  production, 
my  ideas  and  thoughts  would  be  shared  with  those  in  the  con- 
ference room.  Those  in  attendance  were  10  other  Agent  of  the  Year 
award  winners,  State  director  Jerry  Cutsforth,  regional  vice  presi- 
dent James  Johnson,  and  11  district  managers. 

During  this  meeting,  the  issue  of  the  Milwaukee  Yellow  Pages 
came  up  for  discussion  by  vice  president  Jim  Johnson.  He  had  in- 
structed that  all  of  the  agents  in  Wisconsin  East  were  to  pull  out 
the  Milwaukee  Yellow  Page  ads.  We,  however,  pay  for  the  ads  en- 
tirely by  ourselves.  He,  personally,  indicated  to  me  that  if  I  did  not 
pull  out  my  Yellow  Page  ad  that  he  would  deal  with  me  on  a  one- 
to-one  basis  down  the  road,  and  he  did.  He  had  taken  my  contract 
with  American  Family  and  had  it  terminated  on  November  30, 
1990. 

The  business  for  the  most  part  from  the  Yellow  Pages,  if  I  can 
just  insert  this,  as  a  point  of  interest,  was  nearly  100  percent  of 
the  African-American  race,  and  I  wrote  a  lot  of  that  business. 

Mr.  Johnson  obviously  did  not  approve  of  this  type  of  business. 
In  July  that  same  year,  1989,  I  was  called  to  the  State  director's 
office  by  Jerry  Cutsforth.  He  told  me  behind  closed  doors,  along 
with  my  district  manager,  which  I  am  certain  he  would  have  very 
select  memory  when  it  came  to  asking  him  if  he  could  verify  this, 
because  he  is  still  an  employee  of  the  company,  however,  behind 
these  closed  doors,  he  told  me,  quote,  he  did  not  like  this  kind  of 
business  that  I  was  getting  through  referrals,  through  dealerships, 
and  through  the  Yellow  Pages. 

Once  again,  his  quote  was,  "We  don't  like  this  kind  of  business." 
He  then  went  on  to  advise  me  that  he  was  trying  to  save  my  job. 
This  business  that  Jerry  Cutsforth  did  not  like  was  99  percent 
African-American. 

Other  examples  of  American  Family's  lack  of  production  on  the 
north  side  of  the  city  of  Milwaukee  consists  of  not  accepting  a 
homeowner's  application  back  in  October  1990  from  my  office  be- 
cause there  were  some  shingles  missing,  and  I  remember  vividly, 
on  the  northwest  comer  of  the  building.  Maybe  less  than  a  half  a 
dozen  shingles  were  missing.  The  property  was  on  the  north  side 
of  town  and  it  was  denied.  Not  given  the  opportunity  to  replace  the 
shingles,  not  given  the  opportunity  to  update  the  home,  just  flat- 
out  canceled,  not  accepted. 

My  contract  was  terminated  by  Johnson  and  Cutsforth  on  No- 
vember 30,  1990.  I  was  told  by  Lucchesi  and  Cutsforth  the  morning 
of  November  26,  1990  at  approximately  9:20  a.m. 

The  two  of  them  walked  into  my  office,  and  within  2  minutes 
they  had  taken  my  career  and  tossed  it  after  17  years  of  loyal  serv- 
ice only  because  they  felt  I  was  writing  too  much  business  from  the 
north  side  of  Milwaukee.  Of  course,  they  will  probably  tell  you 
something  different. 

I  should  have  been  entitled  to  a  review  hearing  per  company 
guidelines.  My  experience  in  the  past,  if  I  can  just  insert  this,  any 
agent  who  has  requested  a  hearing  in  the  past  after  any  type  of 
termination  has  been  granted  this  hearing. 
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I  sent  a  two-page  letter,  item  number  2  in  my  report  here,  to 
Jack  Chopp,  who  was  the  chairman  at  the  time  of  the  board  of  ap- 
peals. My  two-page  letter  was  answered  with  a  four-line  paragraph 
telling  me  that  the  termination  would  stand  without  a  hearing, 
which  is  item  number  3. 

At  the  time  that  Mr.  Cutsforth  told  me  of  not  liking  this  type  of 
business,  I  was  leading  the  State  in  American  Standard  business 
and  production,  which  once  again  consisted  of  a  good  percentage  of 
the  business  from  the  dealerships  and  from  the  Yellow  Pages, 
which  consisted  of  approximately  99  percent  of  the  African- 
American  race. 

When  I  was  terminated  on  November  1990,  I  was  one  of  the 
leading  agents  in  the  company.  As  a  result  of  my  position  ending 
in  1990,  my  income  dropped  67  percent.  I  had  to  remortgage  my 
home,  sold  my  car,  my  daughter  was  unable  to  return  to  college 
due  to  lack  of  funds,  and  my  marriage  ended  in  May. 

As  of  January  1991,  James  Johnson's  position  had  been  replaced 
by  a  new  regional  vice  president,  so  he  had  announced  his  retire- 
ment in  October,  and  through  the  understanding  of  some  company 
people,  it  was  his  intent  to  end  my  contract  before  he  retired. 

A  couple  of  last  comments  pertaining  to  insurance  agents.  The 
State  of  Wisconsin's  fair  dealership  law  excludes  insurance 
agents — number  4 — which  means  that  there  is  a  fair  dealership 
law  in  the  State  of  Wisconsin  that  a  company  cannot  come  into 
your  place  of  employment,  your  business,  your  franchise,  and  just 
decide  to  quit  allowing  you  to  write  business  through  them. 

Insurance  agents  are  not  part  of  this  dealership  law,  which  I  feel 
probably  should  be  addressed  at  some  point  in  time  in  the  future, 
and  the  largest  lobbyist  of  this  particular  part  of  this  program  is 
the  insurance  industry  itself.  They  don't  want  to  give  their  agents 
this  latitude,  that  they  cannot  come  into  their  office  at  any  point 
in  time  and  cut  your  contract, 

I  would  like  to  thank  each  and  ever>'  one  of  you  for  taking  time 
out  of  your  busy  schedules  and  taking  the  time  to  allow  me  to  tes- 
tify and  give  you  this  testimony.  I  thank  you  very  much. 

[The  prepared  statement  of  Dale  Latus  can  be  found  in  the 
appendix.] 

Chairman  Barrett.  Thank  you  very  much.  I  appreciate  you  tak- 
ing the  time  to  appear  with  us  today. 

Next  we  will  call  on  Eric  Englund.  Mr.  Englund  is  president  of 
the  Wisconsin  Insurance  Alliance.  The  alliance  represents  41 
Wisconsin-based  property  and  casualty  insurers  in  Wisconsin,  in 
the  Wisconsin  legislature  and  before  administrative  agencies. 

Mr.  Englund,  I  am  happy  to  have  you  here  this  morning  and  I 
look  forward  to  your  important  testimony. 

STATEMENT  OF  ERIC  ENGLUND,  PRESIDENT,  WISCONSIN 

INSURANCE  ALLIANCE 

Mr.  Englund.  Thank  you.  Congressman  Barrett.  It  is  a  true 
privilege  for  me  to  appear  before  you  today.  We  miss  you  in  Madi- 
son, but  we  are  pleased  that  you  are  representing  us  now  in 
Washington. 

I  am  the  president  of  the  Wisconsin  Insurance  Alliance,  a  trade 
association  of  property  and  casualty  insurance  companies  that  are 
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domiciled  here  in  Wisconsin,  and  on  behalf  of  those  companies, 
Congressman  Barrett  and  subcommittee  staff,  we  appreciate  the 
opportunity  to  express  our  views. 

Let  me  say  first  of  all  from  the  outset  that  to  the  Wisconsin  in- 
surance industry,  there  are  few  words  more  despicable  or  ugly  than 
being  called  a  racist  or  racism,  and  from  an  insurance  perspective, 
it  has  no  place  in  the  multitude  of  activities  that  make  up  the  pric- 
ing, sales,  or  service  of  our  products,  be  they  homeowners'  insur- 
ance, auto  insurance,  workers'  compensation  insurance,  or  small 
business  property  and  casualty  insurance. 

In  preparation  for  this  very  short  appearance  before  you  today, 
I  have  taken  the  time  to  review  the  transcript  of  past  testimony  be- 
fore your  subcommittee,  and  while  that  testimony  certainly  rep- 
resents a  diversity  of  opinion,  previous  speakers  from  the  insurance 
industry  have  discussed  in  detail  the  nature  of  the  property  and 
casualty  insurance  mechanism  and  how  it  strives  to  price,  sell,  and 
service  its  product  in  a  way  that  is  color  blind. 

I  won't  repeat  that  testimony,  but  instead  attempt  to  specifically 
address  the  three  questions  you  raised  to  me  in  your  kind  letter  of 
invitation. 

First  of  all,  vou  asked  for  my  views  on  the  availability,  aflford- 
ability,  and  adequacy  of  insurance  in  minority  neighborhoods  in 
Milwaukee.  Here  is  my  report. 

Homeowners'  insurance  is  available,  affordable,  and  adequate  for 
all  but  the  most  degenerated  and  dilapidated  housing  units  in  Mil- 
waukee and  is  color  blind.  I  know  that  that  statement  flies  in  the 
face  of  those  who  consistently  criticize  our  industry  in  this  arena, 
but  I  believe,  Congressman  Barrett,  that  the  facts  are  there  and  I 
strongly  encourage  you,  your  staff,  and  the  subcommittee  staff  to 
take  a  look  at  the  facts  and  figures. 

In  fact,  I  feel  so  strongly  on  this  point,  I  will  repeat  myself. 

Homeowners'  insurance  is  available,  affordable,  and  adequate  for 
all  but  the  most  degenerated  and  dilapidated  housing  in  Milwau- 
kee's inner  city.  I  have  attached  to  my  testimony  today  a  very 
thoughtful  study  that  documents  this  conclusion. 

Auto  insurance  is  available  and  adequate  in  minority  neighbor- 
hoods in  Milwaukee,  but  as  Congressman  Barrett  is  fully  aware,  it 
is  becoming  a  problem  in  terms  of  affordability.  This  problem  of  af- 
fordability  is  associated  with  the  frequency  and  severity  of  claims 
occurring  in  those  neighborhoods. 

The  cost  of  insurance  in  those  neighborhoods  can  be  three  times 
as  high  as  some  of  the  rural  portions  of  our  State  when  we  are 
talking  about  auto  insurance,  and  it  is  of  growing  concern  to  both 
inner-city  residents  and  the  insurance  industry. 

We  have  examined  the  numbers  associated  with  this  pricing  and 
find  that  the  pricing  of  auto  insurance  in  the  inner  city  is  in  direct 
relationship  to  higher  risks  and  higher  claims  and  is  not  a  function 
of  racism. 

The  variety  of  property  and  casualty  workers'  compensation  in- 
surances that  are  necessary  for  small  businesses  in  minority  neigh- 
borhoods are  available,  affordable,  and  adequate. 

With  that  fairly  positive  report,  I  must  also  note  some  concerns. 
There  are  two  subsets  of  problems  that  adversely  affect  the  avail- 
ability  and   affordability   of  insurance   for   those   living  in   urban 


18 

neighborhoods  and  cause  what  Jesse  Jackson  has  termed  illusory 
racism  in  our  industry.  Those  subsets  break  down  into  societal 
issues  and  insurance  issues. 

The  societal  issues  are  those  that  seem  to  grace  the  front  pages 
of  our  newspaper  and  be  the  lead  stories  in  the  electronic  media 
on  a  daily  basis.  The  tragedies  of  human  behavior  in  the  urban 
centers,  be  it  with  guns,  drugs,  carjacking,  or  other  types  of  anti- 
social behavior,  convert  to  increased  insurance  claims,  which  con- 
vert to  higher  premiums  for  those  who  live  in  those  neighborhoods. 

These  societal  misbehaviors  do  cause  many  of  our  products  to  be 
priced  higher  in  urban  areas  than  in  suburban  or  rural  areas. 
Please  keep  in  mind  that  insurance  by  definition  charges  more  for 
its  product  where  claims  are  higher. 

The  challenge  to  our  society  is  to  focus  on  the  real  issues  that 
include  police  response  time,  arson,  gangs,  guns,  random  violence, 
theft,  and  other  tragedies  that  appear  to  more  and  more  confront 
contemporary  society,  especially  urban  areas.  Until  we  turn  the 
comer  in  confronting  those  problems,  there  will  be  a  differentiation 
in  the  cost  of  some  of  the  products  that  are  sold  by  the  insurance 
industry  in  urban  America. 

A  second  subset  of  challenges  are  those  that  are  point  specific  to 
the  property  and  casualty  insurance  industry  in  Milwaukee.  Those 
challenges  include  further  education  of  underwriters  regarding 
urban  markets,  further  scrutiny  of  State-mandated  ZIP  Code  data, 
which  analyzes  marketshare  participation  by  major  writers  in  the 
homeowners  and  auto  markets,  continued  consumer  outreach,  edu- 
cating people  regarding  insurance  and  their  rights  as  consumers, 
continued  monitoring  of  minimum  limit  practices  by  insurance 
companies  relative  to  the  sale  of  homeowners'  insurance,  and  fur- 
ther evaluation  of  the  evolution  of  auto  insurance  rating  territories 
to  determine  whether  there  are  better  public  policy  alternatives  to 
the  status  quo. 

You  also  asked  that  I  speak  to  whether  or  not  redlining  exists 
in  the  insurance  industry  in  Milwaukee.  Congressman  Barrett,  I 
have  spent  10  years  trying  to  understand  how  this  industry  prices, 
sells,  and  services  its  products,  and  racism  is  not  a  common  de- 
nominator. 

Institutionally,  the  Wisconsin  property  and  casualty  insurance 
industry  does  not  discriminate  on  the  basis  of  race.  It  discriminates 
on  the  basis  of  risk,  and  as  I  previously  indicated,  that  type  of  law- 
ful discrimination  is  the  heart  and  soul  of  the  insurance  industry. 

Don't  get  me  wrong — there  are  racists  in  the  insurance  industry, 
just  like  there  are  throughout  society.  It  is  the  insurance  industry's 
challenge  to  continue  to  evolve  in  ridding  itself  of  those  individuals 
who  cast  such  an  ugly  pall  over  all  of  us. 

But  that  is  different.  That  type  of  individual  behavior  exists 
throughout  contemporary  society  and  does  not  reflect  institutional 
behavior  on  the  part  of  the  insurance  industry. 

Third,  you  asked  for  information  regarding  the  application  of  the 
Federal  Fair  Housing  Act  to  the  Wisconsin  insurance  industry.  As 
you  have  indicated,  there  have  been  some  recent  court  decisions  ap- 
plying that  Federal  statute  to  the  insurance  industry. 

Previously,  our  industry  was  under  the  impression  that  this  spe- 
cific Federal  act  did  not  apply  to  us.  Frankly,  whether  or  not  this 
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act  applies  appears  to  have  little  to  do  with  what  is  happening  here 
in  Wisconsin. 

Why?  As  Attorney  Hall  has  already  indicated,  for  decades  Wis- 
consin has  had  laws  making  it  illegal  for  insurance  companies  to 
discriminate  on  the  basis  of  race.  Those  prohibitions  against  race 
discrimination  contained  in  the  Wisconsin  statute  are  the  essence 
of  the  Federal  Fair  Housing  Act. 

In  other  words,  Wisconsin  has  had  laws  on  the  books  which  pre- 
cede and  echo  the  application  of  the  Federal  Fair  Housing  Act  to 
the  insurance  industry. 

You  also  asked  me  to  discuss  what  Wisconsin  insurers  are  doing 
to  make  certain  that  laws  making  it  illegal  to  discriminate  on  the 
basis  of  race  in  this  industry  are  understood  by  their  employees. 
While  there  is  no  uniform  procedure,  I  can  tell  vou  that  among 
both  the  major  and  minor  writers  of  property  ana  casualty  insur- 
ance in  this  State,  there  are  daily  endeavors  with  underwriters, 
with  agents,  with  claims  staff  and  others,  to  work  to  make  sure 
that  our  actions  are  related  to  risk,  not  race. 

In  conclusion.  Congressman  Barrett,  I  will  acknowledge  to  you 
that  it's  with  a  certain  amount  of  sadness  that  I  appear  before  you 
today.  My  sadness  is  generated  by  what  I  believe  is  a  phenomenal 
disparity  between  the  rhetoric  and  misperception  of  many  of  our 
critics  and  the  reality  of  how  we  function. 

No  matter  how  hard  this  industry  tries,  that  ugly  and  despicable 
adjective  of  racist  is  hung  around  our  neck.  This  industry,  espe- 
cially here  in  Milwaukee,  can  look  with  pride  at  a  number  of  initia- 
tives, including  the  15-year  operation  of  the  Community  Insurance 
Information  Center,  efforts  to  recruit  and  maintain  minority 
agents,  efforts  to  understand  and  respond  to  community  needs,  the 
active  depopulation  of  our  plan,  our  support  of  legislation  creating 
fire  escrow  accounts,  and  requiring  insurers  to  provide  specific  rea- 
sons for  cancellation  as  positive  efforts  to  remove  this  ugly  charge. 
Despite  those  efforts,  this  charge  persists. 

The  sadness  in  my  testimony  comes  from  the  counterproductive 
way  in  which  cries  of  racism  stop  people  from  working  together. 
Stripped  naked,  the  insurance  industry  exists  to  sell  and  service  in- 
surance. Old  or  young,  rich  or  poor,  white  or  black,  urban  or  rural, 
we  will  take  your  money,  we  will  cover  your  risk,  and  we  will  pay 
your  claims. 

As  previously  indicated,  there  are  some  extraordinaiy  issues  in- 
nate to  urban  living  which  provide  extraordinary  challenges.  We 
sincerely  believe  that  here  in  Milwaukee,  you  will  find  the  com- 
petence, credibility,  and  desire  on  the  part  of  the  property  and  cas- 
ualty insurance  industry  to  continue  to  speak  to  those  issues,  and 
we  look  forward  to  the  day  when  the  rhetoric  is  less  inflamed  and 
the  parties  more  willing  to  work  together. 

Congressman  Barrett,  subcommittee  staff,  redlining  is  not  a 
problem  in  Milwaukee,  Wisconsin.  The  problem  is  the  way  in  which 
the  verbiage  of  racism  impedes  the  evolution  of  additional  practical 
solutions  to  problems  that  are  inherent  in  urban  living. 

Thank  you. 

[The  prepared  statement  of  Eric  Englund  cap  be  found  in  the 
appendix.l 

Chairman  Barrett.  Thank  you  for  your  testimony,  Mr.  Englund. 
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Our  next  witnesses  are  Bill  Tisdale  and  Carla  Wertheim,  execu- 
tive director  and  associate  director  respectively  of  the  Metropolitan 
Milwaukee  Fair  Housing  Alliance. 

Mr.  Tisdale  is  currently  in  his  fifth  term  as  president  of  the  Na- 
tional Fair  Housing  Alliance.  Governor  Tommy  Thompson  has  ap- 
pointed him  to  serve  as  a  public  member  of  the  Wisconsin  Legisla- 
tive Council's  Special  Committee  on  Fair  Housing  Legislation. 

Ms.  Wertheim  has  served  as  a  consultant  for  the  U.S.  Depart- 
ment of  Housing  and  Urban  Development,  the  U.S.  Department  of 
Justice,  the  Wisconsin  Equal  Rights  Division,  and  the  Kentucky 
Commission  on  Human  Rights.  She  also  conducts  seminars  in  test- 
ing and  the  enforcement  of  State  and  Federal  fair  housing  laws. 

Mr.  Tisdale  and  Ms.  Wertheim  both  teach  racial  and  ethnic  rela- 
tions at  the  University  of  Wisconsin,  Milwaukee. 

Thank  you  both  for  being  with  us  today.  Please  proceed. 

STATEMENT  OF  BILL  TISDALE,  EXECUTIVE  DIRECTOR,  MET- 
ROPOLITAN MILWAUKEE  FAIR  HOUSING  COUNCIL;  ACCOM- 
PANIED BY  CARLA  WERTHEIM,  ASSOCIATE  DIRECTOR, 
METROPOLITAN  MILWAUKEE  FAIR  HOUSING  COUNCIL 

Mr.  Tisdale.  Thank  you,  Congressman  Barrett.  It  is  a  pleasure 
to  be  here  today. 

We  will  briefly  state  our  oral  testimony.  Some  of  the  points  that 
we  have  raised  in  our  testimony  have  been  covered  by  both  Attor- 
ney Hall  and  some  of  the  other  speakers. 

At  this  point,  we  would  like  to  introduce  ourselves.  I  am  the  ex- 
ecutive director  of  the  Fair  Housing  Council,  Metropolitan  Milwau- 
kee Fair  Housing  Council,  and  with  me  is  Carla  Wertheim,  the  as- 
sociate director. 

Our  organization  is  a  private  nonprofit  community-based  organi- 
zation. We  are  actually  membership  based.  We  operate  throughout 
five  counties:  Milwaukee,  Waukesha,  Washington,  Ozaukee,  and 
Racine.  And  it  is  a  pleasure  to  talk  about  something  in  fair  housing 
other  than  advertising  cases,  which  people,  through  the  media 
lately,  think  that  that's  the  only  thing  that  we  do,  is  advertising. 

Fortunately,  we  have  an  opportunity  here  to  talk  about  an  issue 
that  also  plagues  the  Milwaukee  area,  and  in  response  to  Mr. 
Englund,  the  issue  here,  as  we  understood  it,  is  not  an  issue  of  rac- 
ism, but  one  of  discrimination,  and  you  can  discriminate  without 
being  racist,  and  discrimination  in  this  area  is  illegal. 

Discrimination  in  the  area  of  insurance,  the  applicability  of  poli- 
cies, the  availability,  the  accessibility,  are  what  we  are  here  to  talk 
about  today,  and  we  are  not  here  talking  about  individual  acts  of 
racism,  but  discrimination  and  how  that  impacts  Milwaukee  citi- 
zens, in  particular  minority  citizens  in  the  Milwaukee  area. 

We  have  been  asked  to  speak  to  the  same  issues  regarding  avail- 
ability, accessibility,  also  the  practices  and  manifestations  of  insur- 
ance redlining  in  Milwaukee,  which  Carla  will  talk  about,  and  also 
the  importance  of  H.R.  1257,  the  Insurance  Consumer  Protection 
Act  of  1993. 

In  evaluating  the  accessibility  of  insurance  coverage,  it  is  dif- 
ficult to  assert  that  homeowners'  insurance  is  unavailable  to  minor- 
ity residents  of  Milwaukee  as  the  Wisconsin  Insurance  Plan  [WIP] 
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was  created  to  provide  insurance  coverage  to  those  who  could  not 
obtain  it  in  the  private  market. 

WIP  and  other  types  of  FAIR  plans  are  widely  recognized  insur- 
ance pools  of  last  resort  for  those  persons  who  are  unable  to  buy 
insurance  in  the  regular  market.  These  types  of  programs  have 
policies  that  generally  cost  iriore  and  provide  less  coverage  than 
conventional  homeowners'  policies. 

A  1993  study  of  insurance  availability  conducted  by  the  Amer- 
ican Insurance  Association  concluded  that  about  98  percent  of 
homeowners  have  insurance  coverage. 

We  are  not  here  to  talk  about  that  from  the  standpoint  of  what 
is  available,  but  the  quality.  That  also  includes  a  number  of  indi- 
viduals who  are  in  the  WIP  plan,  the  Wisconsin  Insurance  Plan,  so 
the  98  percent  that  is  available  includes  the  WIP  figures,  and  those 
figures  represent  three  times  the  number  of  blacks  than  whites 
wno  participate  through  some  kind  of  FAIR  plan.  So  it  is  a  dis- 
proportionate number  of  minority  residents,  minority  individuals, 
who  are  thrown  into  this  insurance  pool,  and  the  likely  question  is, 
why  can't  these  homeowners  obtain  insurance  on  tne  voluntary 
market? 

We  also  need  to  look  at  what  are  the  factors  or  criteria  that  in- 
surance companies  are  using  which  disqualifies  these  homeowners 
for  conventional  insurance,  and  are  these  homeowners  getting  com- 
parable insurance  at  comparable  rates,  and  if  not,  why  not? 

Carla  will  talk  a  little  bit,  at  this  time,  about  some  of  the  actual 
examples  of  insurance  redlining  Mr.  Englund  does  not  think  exists 
in  the  Milwaukee  area,  and  from  that  point,  we  will  close. 

Ms.  Wertheim.  Based  on  academic  studies  and  litigation  activity 
and  our  own  complaint  and  investigation  activity,  it  is  clear  to  us 
that  a  geographic  and  racial  bias  exists  in  the  provision  of  insur- 
ance in  the  Milwaukee  area. 

Two  cases  I  would  like  to  briefly  highlight  occurred  in  1992.  One 
involved  an  African-American  man  who  was  seeking  insurance  for 
his  home  that  is  located  in  an  integrated  part  of  the  northwest  side 
of  Milwaukee.  He  contacted  an  insurance  office  on  the  predomi- 
nantly white  south  side  of  Milwaukee  and  an  agent,  after  finding 
out  the  location  of  his  property,  told  him  that  she  would  not  be  able 
to  assist  him,  but  referred  him  to  a  black  agent  who  was  located 
in  the  racially  integrated  part  of  the  northwest  side  of  Milwaukee. 

Yet,  a  few  days  later,  a  white  woman  whose  home  is  in  a  pre- 
dominantly white  neighborhood  in  the  northwest  side  of  Milwaukee 
called  that  same  agent  on  the  south  side  and  that  agent  gave  her 
a  verbal  and  written  quote  and  provided  insurance — offered  to  pro- 
vide insurance  coverage  to  her. 

The  question  is,  why  wasn't  that  agent  willing  to  offer  service  to 
the  black  individual  who  had  called  earlier,  and  it  is  clear  to  us 
that  this  is  an  example  of  differential  treatment  based  on  either 
the  race  of  the  person  applying  for  insurance  or  the  racial  composi- 
tion of  the  neighborhood  in  which  they  live. 

A  second  example  involved  a  woman  who  lived  in  the  city  of  Mil- 
waukee and  she  was  attempting  to  find  replacement  cost  coverage 
for  her  home  that  is  in  the  city  of  Milwaukee.  The  agent  advised 
her  that  he  was  unable  to  provide  such  coverage  to  her  because  she 
lived  in  the  city  of  Milwaukee  and  said  if  she  moved  a  few  miles 
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west  into  the  all  white  suburb  of  Brookfield,  he  could  provide  that 
kind  of  coverage  to  her. 

Our  question  is,  are  homeowners  really  given  the  full  range  of 
housing  options  when  they  have  to  begin  to  take  into  account  will 
they  be  able  to  get  adequate  or  better  coverage  depending  on  where 
they  choose  to  live,  and  don't  these  practices  then  run  contrary  to 
the  mandates  of  the  fair  housing  law  that  dictate  free  choice  and 
expanded  housing  opportunities? 

Mr.  TiSDALE.  It  should  be  noted  that  limits  to  access  and/or  cov- 
erage of  insurance  has  a  deleterious  effect  on  an  individual's  oppor- 
tunity to  purchase  a  home. 

All  of  these  things  are  inextricably  linked.  Restricted  coverage 
and  exorbitant  costs  unfairly  punish  inner-city  residents. 

Mr.  Englund  talked  about  homeowners'  insurance  not  being 
available  in  areas  where  there  is  dilapidated  housing.  That  plays 
right  into  the  urban  blight,  plays  right  into  disinvestment.  Finan- 
cial services  are  withdrawn.  The  area  declines.  People  from  the 
public  and  private  sector  are  unwilling  to  reinvest  in  those  kinds 
of  areas.  The  cycle  continues,  as  Mr.  Hall  alluded  to.  Insurance  is 
an  important  link  in  this  whole  process. 

When  Mr.  Englund  talked  about  the  level  playing  field  or  color 
blind  issues,  that  is  great  up  until  the  point  the  color  sightedness 
ended.  It  makes  a  big  difference  to  start  out  on  a  level  playing  field 
when  you  are  starting  all  of  a  sudden  from  a  color  blind  standpoint. 
It  is  great  if  we  all  had  the  same  opportunities  from  the  beginning. 

Those  individuals  who  live  in  areas  which  cannot  be  covered  with 
insurance  or  live  in  areas  where  the  insurance  costs  more — they 
are  put  into  a  pool — suffer  the  consequences  of  just  being  seg- 
regated in  this  community. 

The  issues  that  we  are  concerned  about  are  that  we  work 
together  on  this,  and  it  is  not  a  matter  of  finger  pointing  at  the 
insurance  industry,  it  is  not  a  matter  of  finger  pointing  at  the  lend- 
ing industry  or  the  real  estate  industry;  all  of  us  got  into  this  prob- 
lem together.  We  all  got  into  this  problem  from  the  standpoint  of- 
fer whatever  reasons.  The  issue  is  how  do  we  resolve  the  problem, 
how  do  we  get  out  of  it,  and  I  think  hearings  of  this  type  provide 
information  from  both  sides. 

The  information  that  is  being  provided  to  us  from  complainants 
and  clients  assist  us  in  seeing  what  kinds  of  practices  are  out  Inhere 
and  if,  in  fact,  they  do  violate  fair  housing  laws  or  regulations  by 
the  insurance  industry,  that  the  industry  is  covered. 

Carla  would  just  in  closing  make  some  recommendations  related 
to  this  particular  issue  and  then  we  will  be  available  for  questions. 

Ms.  Wertheim.  We  urge  the  passage  of  a  comprehensive  insur- 
ance disclosure  bill  similar  to  the  Home  Mortgage  Disclosure  Act, 
which  regulates  practices  of  the  lending  industry,  and  we  have  out- 
lined the  reasons  we  believe  the  Disclosure  Act  to  be  important  in 
our  testimony. 

We  concur  with  Attorney  Hall  that  such  a  comprehensive  bill 
should  be  permanent,  have  nationwide  applicability,  and  include 
disclosure  of  the  race  and  gender  of  the  applicant.  We  also  concur 
that  reporting  by  census  tract  will  provide  more  precise  analysis  of 
insurance  practices. 
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Mr.  TiSDALE.  That  concludes  our  testimony.  Thank  you  very 
much. 

[The  prepared  statement  of  Bill  Tisdale  and  Carla  Wertheim  can 
be  found  in  the  appendix.! 

Chairman  Barrett.  Thank  you  for  your  testimony.  I  appreciate 

it. 

Our  final  witness  is  James  Brown.  Mr.  Brown  is  the  director  of 
the  Center  for  Consumer  Affairs  at  the  University  of  Wisconsin, 
Milwaukee.  He  has  held  that  position  since  1977.  He  is  also  an  as- 
sociate professor  with  the  university. 

Prior  to  joining  the  university,  he  was  a  staflF  attorney  with  Mil- 
waukee Legal  Services.  Mr.  Brown  has  testified  in  a  variety  of 
consumer-related  matters  before  the  Wisconsin,  California,  and 
Florida  Legislatures,  as  well  as  both  Houses  of  Congress. 

Thank  you  for  being  with  us  today,  Mr.  Brown. 

STATEMENT  OF  JAMES  BROWN,  CENTER  FOR  CONSUMER 
AFFAIRS  AT  THE  UNIVERSITY  OF  WISCONSIN,  MILWAUKEE 

Mr.  Brown.  Thank  you.  Congressman. 

It  would  be  my  intention  to  comment  briefly  on  several  issues 
raised  in  your  letter  of  invitation,  first  on  the  relative  affordability 
and  availability  of  automobile  insurance,  focusing  especially  on  the 
disparities  in  charges  imposed  by  the  market  functioning  in  Mil- 
waukee versus  the  remainder  of  Wisconsin;  second,  I  would  like  to 
comment  on  the  uses  and  the  resultant  impacts  of  territorial  rating 
criteria,  which  has  often  been  blamed  for  many  of  the  disparities 
which  I  would  hope  to  describe  in  response  to  question  number  1; 
and  third  identify  what  I  feel  are  a  few  necessary  elements  in  any 
comprehensive  solution  of  the  problems  resulting  from  those  dis- 
parities and,  as  indicated,  blamed  often  on  the  use  of  territorial 
rating  criteria. 

I  would  point  out  by  way  of  preface  that  the  automobile  insur- 
ance market  is  substantially  different  than  the  homeowners'  insur- 
ance market  structurally  insofar  as  in  Wisconsin  the  automobile 
insurance  market  is  founded  essentially  on  negligence  tortious 
principles,  whereas  homeowners'  insurance  typically  is  not  founded. 
This  has  some  major  impacts  on  how  the  disparities  and  charges 
for  these  different  kinds  of  insurance  products  play  out. 

I  don't  portend  to  have  any  particular  expertise,  particularly 
compared  with  the  distinguished  previous  speakers  on  this  panel, 
with  regard  to  homeowners'  insurance,  but  it  is  important,  it  seems 
to  me,  in  trying  to  distinguish  how  to  resolve  the  disparate  rating 
and  pricing  problems  that  we  are  all  concerned  about. 

To  provide  a  context,  Wisconsin  is,  for  all  the  problems  that 
occur,  a  relatively  low-cost  automobile  insurance  State.  Among  the 
48  contiguous  States,  Wisconsin  rates  are  in  the  aggn!*egate  ninth 
lowest  out  of  the  48  contiguous  United  States. 

Nonetheless,  huge  premium  disparities  exist.  Without  attempting 
to  provide  an  empirically  sound  representative  of  the  size  of  these 
disparities,  it  seems  to  me  perhaps  more  illustrative  to  use  one  rep- 
resentative national  writer  and  simply  compare  what  the  rates 
would  be  for  an  applicant  under  certain  circumstances  in  different 
parts  of  the  State. 
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Assuming  an  adult  driver,  a  male  adult  with  no  citations  or  acci- 
dents in  the  prior  3  years,  driving  a  1988  Buick  Regal  who  drives 
10,000  miles  a  year  and  doesn't  use  it  to  commute  to  work,  a  so- 
called  full  package,  which  would  include  liability,  property  damage, 
comprehensive  collision,  and  UM  and  underinsured  coverage, 
would  cost  $953  from  one  major  national  writer  located  in  what 
they  call  the  Metropolitan  Milwaukee  territory,  which  is  essentially 
Capitol  Drive  to  Oklahoma  and  extending  about  as  far  west  as 
Holly  Road,  roughly  the  ball  park;  $953  for  the  consumer  living  in 
that  area,  $694  for  the  same  package  in  the  Milwaukee  suburbs, 
and  $470  for  a  consumer  living  in  the  southwest,  largely  rural 
counties  of  the  State.  Thus  the  disparity  is  over  100  percent. 

Obviously,  given  the  geographical  characteristic  I  just  gave,  the 
impacts  of  this  disparity  fall  disproportionately  on  the  concentra- 
tions of  less  affluent  and  the  concentrations  of  minority  consumers 
in  the  part  of  Milwaukee  previously  described.  Thus,  the  question 
becomes  the  nature  of  that  discrimination.  What  is  the  nature  of 
that  discrimination  as  it  leads  to  the  affordability/availability  co- 
nundrum previously  addressed  by  all  of  these  speakers? 

It  is  an  important  notion  that  people  have  danced  around,  but  I 
think  it  needs  explicit  statement  here.  The  idea  of  risk  assessment 
and  resulting  discrimination  is  not  only  not  a  negative  feature  of 
the  system;  it  is  in  fact  a  positive  feature  of  the  system.  It  is  posi- 
tive to  consumers  regardless  of  where  they  are  in  the  sense  that 
if  we  are  going  to  assess  risk  on  the  basis  of  social  or  political  no- 
tions of  fairness,  obviously  we  have  to  charge  according  to  what  a 
fair  assessment  of  that  risk  is  likely  to  be. 

Similarly,  it  is  a  positive  feature  to  insurers.  Insurers,  like  any 
other  business,  are  anxious  to  control  their  costs.  One  of  the  major 
ways  that  they  try  and  control  their  costs  is  to  take  on  known  risks 
and  to  try  and  eliminate  or  price  appropriately,  hopefully,  those 
higher  risks. 

So  it  is  a  positive  function  when  we  talk  about  pricing  discrimi- 
nation. The  problem  then  becomes  the  tension  between  what  is  ul- 
timately a  social  and  political  concept  of  fairness  on  the  one  hand 
balanced  against  economic  imperatives  of  competition  and  com- 
merce on  the  other  hand. 

This,  of  course,  assumes  the  absence  of  other  more  pernicious 
forms  of  discrimination,  which,  frankly,  I  would  be  surprised  if  any- 
body would  appear  here  and  defend. 

Accordingly,  because  of  this  tension,  the  decision  for  you.  Con- 
gressman, and  for  your  colleagues  is  either  strike  a  political  bal- 
ance, a  role  that  sometimes  some  of  us,  I  think,  don't  envy  you 
being  stuck  having  to  do,  or  else  to  try  and  make  some  systemic 
changes  that  may  eliminate  or  at  least  ameliorate  some  of  the  dis- 
parate impacts  that  I  will  discuss. 

The  question  is,  is  price  discrimination  as  occurring  within  auto 
insurance  occurring  within  acceptable  social  and  political  bound- 
aries, and  if  not,  how  ought  it  to  be  remedied? 

Now,  in  setting  premiums — maybe  I  should  give  a  disclosure.  I 
have  been  a  professor  for  17  years,  and  so  if  I  lapse  into  a  small 
lecture  here,  forgive  me.  It  is  an  occupational  hazard.  In  setting 
premiums,  the  industry  looks  for  various  predictors,  and  the  ideal 
predictor  features  two  essential  elements.  One,  it  is  both  easy  and 
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inexpensive  to  obtain  and  verify  with  regard  to  a  proposed  risk; 
and  two,  it  is  relatively  reliable  as  a  predictor  of  future  claims. 

Anj^hing  other  than  an  optimal  balance  between  these  two  leads 
to  a  system  that  is  more  expensive,  either  in  the  form  of  gathering 
of  information  costs,  which,  of  course,  always  get  passed  on  to 
insureds  in  the  form  of  premiums,  or  to  higher  costs  in  the  form 
of  greater  uncertainty. 

For  all  businesses'  love  of  uncertainty  in  the  abstract,  they  don't 
like  uncertainty  any  more  than  you  or  I  do,  and  if  we  liked  uncer- 
tainty, presumably  we  wouldn't  buy  insurance.  So  the  industry  will 
try  and  avoid  those  costs  at  all — certainly  they  will  make  strong  ef- 
forts to  avoid  those  costs. 

Experience  has  shown  clearly  that  territorial  rating  is  one  of  the 
best  indicators  in  striking  this  balance  between  being  easy  and  in- 
expensive to  obtain  and  verify  on  the  one  hand  and  yet  be  reliable 
as  a  predictor  on  the  other  hand. 

A  brief  discussion  of  a  major  study  of  claiming  behavior  in  Wis- 
consin in  the  mid  and  late  1980's. 

There  are  disparities,  great  disparities  with  geographically  defin- 
able boundaries  as  to  how  consumers  file  claims  for  auto  accidents 
in  Wisconsin.  Measured,  basically,  on  the  number  of  property  dam- 
age claims,  which  adjusts  for  how  frequently  or  how  infrequently 
accidents  occur,  Milwaukee  consumers  are  68 — city  of  Milwaukee 
consumers  are  68  percent  more  likely  to  file  bodily  injury  claims 
per  1,000  property  damage  claims  than  are  consumers  generally  in 
Wisconsin. 

Now,  I  have  not  seen  any  study  indicating  that  Milwaukee  con- 
sumers are  somehow  more  fragile  or  otherwise  susceptible  to  in- 
jury, and  yet  they  do  file,  after  adjusting  for  the  accident  rate,  68 
percent  more  bodily  injury  claims  than  consumers  generally  in  the 
State. 

This  is  somewhat  counterintuitive  given  the  notion  that  one 
would  presume  that  since  Milwaukee  is  more  congested  and  there- 
fore speeds  on  average  are  less,  you  would  assume  that  there 
would  be  fewer  bodily  injury  claims,  other  things  being  equal,  be- 
cause there  is  a  strong  correlation,  as  you  would  expect,  between 
speed  and  the  likelihood  of  personal  injury.  Nonetheless,  it  is  68 
percent  higher  in  Milwaukee  than  in  the  State  as  a  whole. 

Now,  while  Milwaukee  consumers  file  more  property  damage 
claims — property  damage  claims  are  a  good  useful  surrogate  for 
overall  accident  rates — that  disparity  is  only  18  percent.  In  other 
words,  Milwaukee  consumers  are  18  percent  more  likely  to  file  a 
property  damage  claim  than  a  consumer  generally  in  Wisconsin, 
but  they  are  68  percent  more  likely  to  file  a  bodily  injuiy  claim. 

This  is  important  because  bodily  injury  claims,  while  lewer  in 
number,  are,  as  you  might  suspect,  much  larger  in  amount,  and 
this  goes  back,  as  I  referred  to  before,  the  tie  between  the  auto  in- 
surance system  and  the  negligence  tort-based  liability  system  that 
prevails  in  Wisconsin. 

This  disparity  between  Milwaukee  and  the  rest  of  the  State  not 
only  is  large,  but  it  is,  in  fact,  increasing.  A  good  way  of  measuring 
this  disparity  is  by  the  ratio  between  bodily  injury  and  property 
damage  claims. 
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In  1980,  that  ratio  was  22  percent  statewide.  By  1992,  it  had 
risen  almost  a  third  to  almost  29  percent  statewide.  Compare  that 
29  percent  with  the  experience  of  at  least  two  major  carriers  that 
provided  data  with  which  I  am  familiar,  again  for  the  area  roughly 
from  Capitol  Drive  south  to  Oklahoma  and  west  to  Holly  Road. 
Their  ratio  was  49  percent  over  the  last  3  years.  So  it  is  nearly 
twice  as  high  and  it  is  increasing  in  Milwaukee. 

Yet,  pricing  based  on  claiming  experience,  as  alluded  to  earlier, 
will  have  particularly  burdensome  impact  on  Milwaukee  consumers 
within  this  portion  of  the  city.  Where  territorial  rating  reflects  this 
experience,  obviously,  it  contributes  to  this  process  and  it  feeds  re- 
sentment, particularly  in  cases  that  I  know  Congressman  Barrett 
heard  about  when  he  was  in  the  legislature  in  Wisconsin  literally 
involving  consumers  on  opposite  sides  of  the  street  looking  at  20, 
30,  40,  50  percent  variation  in  premium  levels,  thus  the  problem 
of  accommodating  the  economically  based  claiming  data  on  the  one 
hand  to  the  social  and  political  necessity  of  affordable  auto  insur- 
ance on  the  other.  Again,  all  this  occurs  before  considering  whether 
or  not  other  more  pernicious  forms  of  discrimination  are  occurring. 

Should  territorial  rating  therefore  be  routinely  accepted?  I  don  t 
think  you  can  conclude  that.  I  would  urge  you,  though,  to  recogpize 
that  restrictions  or  prohibitions  on  territorial  rating  are  essentially 
a  case  of  shooting  the  messenger. 

It  will  not  alter  disparity  in  costs  incurred  by  the  system;  it  will 
not  reduce  overall  costs.  It  may  redistribute  those  costs,  but  it 
doesn't  necessarily  solve  the  problem,  which  most  people,  I  think, 
both  in  central  city  of  Milwaukee  and  throughout  the  State,  feel 
that  perhaps  auto  insurance  just  costs  too  much. 

I  think  the  data  that  H.R.  1257  addresses  and  would  accumulate 
would  certainly  underscore  these  cost  disparities. 

I  cannot  conclusively  demonstrate  whether  auto  insurance  in  the 
central  city  is  unaffordable  or  unavailable.  It  seems  clear,  however, 
that  it  is  not  adequately  widely  obtained.  It  also  seems  clear  that 
it  makes  little  difference  to  a  consumer  in  Milwaukee  whether  he 
or  she  can't  get  auto  insurance  because  either:  (A)  it's  too  expensive 
to  be  afforded,  or  (B)  it's  simply  unavailable  at  any  price.  The  perti- 
nent fact  is  that  it  can't  be  had  by  many  consumers  who  need  it. 

Thus,  what  to  do?  What  seems  necessary  to  me  is  at  least  a  two- 
prong  approach. 

First,  if  price  pressures  are  to  be  relieved,  underlying  costs  must 
be  addressed.  First-party  liability  structures  and  fraud  costs  are 
perhaps  the  most  important  areas  long  identified  where  skyrocket- 
ing costs  might  well  be  addressed  and  successfully  controlled, 
thereby  providing  the  possibility — the  basis  for  aggregated  pre- 
mium relief. 

First-party  liability  structures,  I  would  point  out,  would  particu- 
larly benefit  less  affluent  central  city  consumers. 

Second,  given  the  essential  nature  of  auto  insurance  as  a  com- 
modity, ana  I  think  that  was  one  of  the  important  points  suggested 
by  Mr.  Tisdale,  exploration  of  various  economic  or  legal  incentives 
to  encourage  or  otherwise  promote  broader  obtainability  within 
central  cities  should  be  explored. 

Several  notions  worthy  of  such  an  approach  might  include  pilot 
programs  involving  flexible  underwriting  and  appraisal  standards 
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responsive  to  special  factors  in  low-income  or  minority  commu- 
nities; affirmative  and  sustained  marketing  programs  targeted  at 
such  communities;  experimentation  with  preferable  commissions  or 
other  remuneration  techniques  to  encourage  agents,  and  the  best 
way  to  encourage  an  agent,  as  was  suggested  in  the  earlier 
commentary,  is  to  hold  the  carrot  of  financial  reward  out  there; 
special  experiments  with  preferable  commissions  or  other  remu- 
neration techniques  to  encourage  agents  to  place  business  in  those 
communities. 

To  the  extent  that  the  pending  legislation  will  substantially  sup- 
port these  efforts,  it  is  clearly  beneficial. 

To  the  extent  that  the  data  accumulated  under  this  legislation 
enables  a  more  quantifiable  assessment  of  the  impacts  of  the  use 
of  such  criteria  as  territorial  rating,  it  may  then  answer  how  much 
of  the  disparity  is  claims  and  cost  related  and  how  much  may  be 
due  to  other  unacceptable  and  pernicious  forms  of  discrimination. 

[The  prepared  statement  of  James  Brown  can  be  found  in  the 
appendix.] 

Chairman  Barrett.  Thank  you  for  your  testimony.  I  appreciate 
all  of  your  testimony  here  today.  I  have  some  questions  for  all  of 
you,  frankly.  Mr.  Latus,  I  would  like  to  start  with  you. 

You  make  a  very  serious  allegation  that  you  were  dismissed  by 
American  Family  because  you  continued  to  write  policies  to 
African-Americans. 

You  mentioned  in  your  testimony  a  January  1989  meeting  you 
attended  which  included  the  American  Family  Mutual  Insurance 
State  director,  a  regional  vice  president,  and  11  district  managers. 

At  this  meeting,  you  maintained  agents  were  instructed  to  pull 
ads  from  the  Milwaukee  Yellow  Pages,  ads  which  you  paid  for 
yourself.  You  say  most  of  the  business  which  results  from  those  ads 
came  from  African-Americans. 

Can  you  cite  other  examples  in  which  applications  from  African- 
Americans  were  discouraged? 

Mr.  Latus.  Well,  we  as  agents  were  more  or  less  programmed. 
When  we  wrote  a  piece  of  business  that  the  company  necessarily 
didn't  want,  they  would  at  times  send  out  one  or  two  different  un- 
derwriters to  underwrite  the  business. 

There  have  been  cases  where  we  have  written  business  on  the 
north  side  of  town  and  it  has  been  rejected  and  we  had  to  go 
through  the  Wisconsin  Insurance  Plan,  the  WIP  Program.  And  you 
became  somewhat  conditioned,  in  defense  of  the  agents  out  there, 
that  when  you  did  write  this  type  of  business,  you  ended  up  doing 
additional  work  and  you  knew  that  the  company  was  going  to  find 
some  fault  in  the  house,  in  the  property,  that  would  require  prob- 
ably a  rejection  and  then  having  to  place  the  business  in  the  Wis- 
consin Insurance  Plan. 

I  might  add  that  I  represent  some  seven  or  eight  different  com- 
panies. American  Family  has  two  programs.  They  have  the  Gold 
Star,  as  Alderman  Pratt  was  referring  to  earlier;  plus  they  have 
what  they  call  a  Dwelling  Owners  Program.  The  Dwelling  Owners 
Program  is  designed  for  those  properties  that  have  high  replace- 
ment and  low  property  values.  They  automatically  get  placed  in  the 
Dwelling  Program. 
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I  am  familiar  with  the  one  that  Alderman  Pratt  was  referring  to. 
There  are  limited  coverages.  Obviously,  the  Gold  Star  was  the  bet- 
ter program. 

Chairman  Barrett.  Who  would  make  the  determination  as  to 
which  program  an  individual  would  fall  into? 

Mr.  Latus.  Well,  once  again,  an  agent  that  continually  submitted 
applications  under  the  Gold  Star  that  the  property  consisted  of  low 
property  value  and  high  replacement,  there  would  be  a  number  of 
rejections.  It  didn't  take  that  long  for  an  agent  to  become  accli- 
mated and  conditioned  to  the  fact  that  he  was  going  to  get  a  rejec- 
tion and  then  have  to  rewrite  the  policy. 

So  at  the  time  of  presentation,  a  lot  of  times  the  agent  will  make 
that  cognitive  decision  to  write  a  piece  of  business  in  the  Dwelling 
Owners  Program  versus  the  Gold  Star  Program. 

I  might  add  that  with  my  other  five  companies,  none  of  them 
have  the  two-fold  program.  American  Family  is  the  only  company 
that  I  have  represented  in  the  last  20  years  that  has  the  twofold 
program.  Maybe  we  should  ask  ourselves  why  they  have  that  dif- 
ferent type  of  policies.  Maybe  it  is  designed  for  different  reasons. 

Chairman  Barrett.  OK  You  also  mentioned  your  work  through 
dealerships.  Can  you  talk  about  that? 

Mr.  Latus.  Certainly. 

Chairman  Barrett.  I  assume  you  were  talking  about  auto  insur- 
ance when  you  talked  about  dealerships. 

Mr.  Latus.  Correct.  My  experience  with  the  company  had  to  do 
with  referrals  from  dealerships  and  writing  of  business  out  of  my 
Milwaukee  Yellow  Page  ad.  As  a  seasoned  and  veteran  agent,  I 
have  built  many  good  relationships  with  dealerships  in  town,  in 
Milwaukee,  and  it  is  not  something  a  new  agent  can  walk  into  a 
dealership  and  say  start  giving  me  your  business;  it  is  a  condi- 
tioning process,  and  I  worked  long  and  hard  to  obtain  these 
referrals. 

A  dealership  had  my  pager,  my  telephone,  my  car  phone,  my  res- 
idence telephone  number.  When  the  business  manager  needed  in- 
surance on  a  vehicle,  to  deliver  a  vehicle,  I  made  myself  available 
to  them  and  I  would  go  and  write  the  business  at  the  dealership. 

In  July  1989  is  when  I  was  called  in  Jerry  Cutsforth's  office  and 
I  was  told,  quote,  "We  do  not  like  that  kind  of  business."  Once 
again,  as  in  my  report,  that  business  consisted  of  almost  100  per- 
cent African -American. 

Chairman  Barrett.  And  why  didn't  they  like  that  type  of 
business? 

Mr.  Latus.  I  think  that  is  why  we  are  here  today.  I  think  that 
is  why  we  are  here  today,  addressing  those  issues. 

Chairman  Barrett.  Mr.  Englund,  did  you  want  to  respond?  You 
were  moving  toward  the  microphone  there.  Go  ahead. 

Mr.  Englund.  Congressman  Barrett,  as  I  think  you  indicated, 
American  Family  chose  not  to  appear  today,  and  I  certainly  can't 
be  their  spokesperson  and  I  don't  claim  to  have  any  insight  into  the 
merits  of  the  specific  case  with  Mr.  Latus. 

But  it  is  extremely  difficult  for  me  to  sit  here  quietW  to  hear 
many  of  these  allegations  unrefuted  given  the  nature  of  the  com- 
pany that  I  know,  and  I  would  indulge  you  and  subcommittee  staff 
to  at  least  call  to  your  attention  that  American  Family  is  a  com- 
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pany  that  has  aggressively  recruited  and  attempted  to  maintain 
minority  agents  in  the  city  of  Milwaukee,  to  speak  to  some  of  the 
issues  we  have  talked  about. 

I  would  specifically  call  to  your  attention  and  the  subcommittee 
staffs  attention  that  American  Family  is  not  unique  in  offering  two 
forms  of  coverage  and  that  the  issue  of  repair  cost  versus  replace- 
ment cost  on  homeowners'  insurance  is  an  issue.  It  is  an  issue  that 
needs  to  be  discussed.  It  is  an  issue  that  confronts  any  insurer  who 
is  insuring  severely  depreciated  property.  The  resolution  of  it  by 
American  Family  in  offering  a  multitude  of  coverages  is  not  unique 
to  them. 

I  would  call  to  your  attention,  the  subcommittee  staffs  attention, 
that  the  Wisconsin  Insurance  Plan  or  FAIR  plan,  with  one  of  the 
lowest  numbers  of  houses  in  a  FAIR  plan  in  a  major  metropolitan 
city  in  this  country,  has  achieved  that  status  because  of  the  active 
efforts  of  American  Family  Mutual  Insurance  in  trying  to  write 
coverage  in  the  very  neighborhoods  Mr.  Latus  is  talking  about. 

I  just  think  it  is  important,  given  the  tragic  decision  on  their 
part  not  to  be  here,  that  you  get  some  sense  that  there  is  some 
more  to  this  story. 

Chairman  Barrett.  Again,  as  you  pointed  out,  we  had  invited 
them  to  be  here  today.  I  would  have  obviously  preferred  that  they 
had  made  the  decision  to  be  here  as  well. 

Mr.  Englund,  since  you  have  the  microphone  there,  one  of  the 
things  that  I  hear  as  a  Member  of  Congress  when  I  talk  to  rep- 
resentatives from  the  banking  community  or  the  savings  bank  com- 
munity, the  different  lending  communities,  is  they  talked  about  the 
Community  Reinvestment  Act,  and  they  make  the  case  that  they 
are  being  asked  to  lift  up  the  central  cities  of  this  country,  that 
they  are  being  asked  to  make  investments  in  neighborhoods,  they 
are  being  asked  to  show  what  types  of  loans  are  being  made  in 
neighborhoods,  and  no  one  else  is  being  asked  to  do  the  same  thing. 

You  present  the  picture  today  of  the  insurance  company  being 
picked  on,  with  the  illusionary  racism  label  and  things  like  that, 
but  when  I  talk  to  members  of  the  banking  community  or  the  sav- 
ings bank  community,  frankly,  I  think  they  would  like  to  have  you 
in  the  same  boat  as  they  are  in,  and  their  argument  is  that  they 
alone  cannot  help  revitalize  our  central  cities,  that  it  is  going  to 
take  more. 

Why  shouldn't  the  insurance  industry  be  part  of  that  solution? 

Mr.  Englund.  Well,  first  of  all,  I  would  acknowledge  to  you,  Con- 
gressman Barrett,  that  the  public  policy  initiatives  dealing  with  the 
banking  industry  push  them  into  a  much  higher  profile  of  activity 
than  the  insurance  industry  and  I  acknowledge  it  is  a  legitimate 
public  policy  issue. 

My  underlying  point  is  that  the  data  that  looks  at  involvement 
and  participation,  especially  as  it  relates  to  homeowners'  insurance, 
especially  as  it  relates  to  Wisconsin  is  there  and  it  is  available  for 
scrutiny  and  is  there  for  you  and  subcommittee  staff  to  look  at,  and 
I  believe  it  shows  a  level  of  participation  in  terms  of  what  we  do 
for  a  living,  which  is  sell  and  service  homeowners'  insurance,  as 
being  at  a  level  for  which  we  have  nothing  to  be  embarrassed 
about. 
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If  the  subcommittee  staff  will  take  the  time  to  examine  the  costs 
of  the  product,  you  will  find  that  it  compares  quite  nicely  to  costs 
that  people  expect  to  pay  and  what  is  happening  throughout  the 
State  of  Wisconsin.  If  you  look  at  market  penetration,  you  see  the 
same  type  of  thing. 

So  we  feel  that  we  are  doing  our  job,  Congressman  Barrett,  in 
terms  of  what  we  are  all  about  in  terms  of  selling  and  servicing 
insurance. 

As  you  know,  there  are  some  additional  components  in  the  Com- 
munity Reinvestment  Act  reinvestment,  investing  money  into  the 
central  city,  and  I  am  just  not  familiar  enough  with  the  require- 
ments there  relative  to  the  banking  and  savings  industry,  the  in- 
surance industry. 

I  mean,  especially  on  this  housing  thing,  Congressman  Barrett — 
auto  insurance,  you  know  better  than  most  Members  of  Congress, 
auto  insurance  is  an  issue,  but  the  housing  issue  just  befuddles  me 
in  terms  of  understanding  it  vis-a-vis  Milwaukee  because  I  believe 
that  the  data  and  the  experience  is  there  to  demonstrate  that  the 
systems  are  working  and  working  well  here. 

Chairman  Barrett.  Let's  continue  down  that  road. 

I  read  an  article  that  you  had  written  in  the  Business  Journal 
that  talked  about  the  different  ZIP  Codes  and  the  percentage  of 
coverage  by,  I  think  it  was  the  top  25  companies.  You  would  recall 
it  better  than  I.  Frankly,  what  jumped  out  at  me  from  the  article 
in  the  Business  Journal  was  that  you  talked  about  ZIP  Codes — for 
example,  53225,  53216,  53210 — where  the  percentage  of  African- 
Americans  ranged  from  11  percent  to  54  percent,  and  the  percent- 
age coverage  was  actually  pretty  consistent,  in  the  60  to  70  percent 
range. 

It  reminded  me  sort  of  that  old  television  show,  "You  Don't  Say," 
because  it's  not  what  you  say  that  counts,  it's  what  you  don't  say, 
and  what  vou  didn't  say  in  that  article  was  that  for  the  ZIP  Codes 
with  the  highest  percentage  of  African-American,  53212,  53205, 
53206,  that  respectively  for  those  ZIP  Codes  the  coverage  was  45, 
34,  and  37  percent.  First  of  all,  I  was  surprised  that  the  entire  data 
wasn't  included  in  the  article;  and  second,  it  does  strike  me  that 
there  is  a  difference  in  coverage  the  higher  the  percentage  of 
African- Americans  living  in  a  ZIP  Code. 

Mr.  Englund.  Sure.  First  of  all,  you  will  be  pleased  and  I  am 
pleased  that  attached  to  my  testimony  today  is  that  very  data  you 
are  reading  from.  It  is  not  something  that  we  are  ashamed  of.  The 
purpose  of  the  Business  Journal  article  was  to  attempt  to  show 
that  if  you  have  a  neighborhood  that  is  11  percent  black,  you  are 
writing  the  same  percentage  of  business  as  a  neighborhood  that  is 
50  percent  black,  and  that  there  isn't  some  insidious  plot  to  not  sell 
insurance  to  blacks  or  to  minorities. 

The  issue  of  what  is  happening  in  53212,  205,  and  206  I  submit 
to  you  comes  under  that  second  set  of  issues  that  I  called  your  at- 
tention to  during  my  testimony  which  has  to  do  with  what  is  hap- 
pening in  those  neighborhoods,  in  those  ZIP  Codes  in  terms  of 
quality  of  life,  crime,  housing,  and  there,  Congressman  Barrett,  the 
marketshare  numbers  do  fall  off,  but  we  believe  they  fall  off  be- 
cause the  risks  are  so  much  greater  and  that  is  the  explanation  for 
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it.  But  to  me,  it  is  this  line  of  questioning  is  where  we  should  be 
going. 

It  is  hard  for  me,  in  53210,  where  there  are  53.2  percent  minori- 
ties and  the  top  25  writers  write  66  percent  of  the  market,  and 
then  I  look  at  53225,  where  there  is  11  percent  minorities  and  an 
equivalent  share  of  the  market,  to  conclude  that  there  is  racism  or 
discrimination  on  the  part  of  the  insurance  industry.  It  looks  like 
the  mechanism  is  working. 

Now,  you  are  right,  if  you  look  at  53212,  205,  and  207  and  the 
numbers  start  to  fall  off,  I  think  then  we  need  to  ask  the  reason 
why,  and  I  think  if  we  start  to  look  at  police  calls,  quality  of  hous- 
ing, gang  violence,  we  start  to  see  the  reasons  why. 

We  are  doing  our  business  in  terms  of  selling  a  product  at  a  rea- 
sonable price  to  people  regardless  of  their  race.  These  are  societal 
issues  that  are  reflected  there. 

Chairman  Barrett.  Mr.  Hall  made  reference — mavbe  I  will  turn 
to  Mr.  Hall  now,  because  you  had  made  reference  to  breaking  down 
the  ZIP  Codes  by  census  tract.  Why  don't  you  perhaps  comment  on 
why  you  feel  that  is  important? 

Mr.  Hall.  I  think  that  the  question  you  initially  asked  Mr. 
En^lund  points  out  the  problem  with  ZIP  Codes.  In  the  ZIP  Codes 
which  have  a  white  and  black  population  and  the  numbers  indi- 
cate— I  don't  have  the  figures  before  me,  but  in  those  ZIP  Codes, 
it  is  hard  to  say,  looking  at  the  information  on  the  number  of  poli- 
cies written,  it  is  hard  to  say  whether  those  are  written  for  blacks 
or  whites. 

As  I  gave  in  the  example  in  my  testimony,  it  could  be  that  the 
percentage  or  the  number  of  white  policies  there  in  those  ZIP 
Codes  make  up  most  or  the  entirety  of  the  policies  written  in  those 
ZIP  Codes. 

It  is  interesting  that,  as  you  pointed  out  in  your  question,  Con- 
gressman, when  you  get  to  the  ZIP  Codes  that  are  predominantly 
African -American,  the  numbers  fall  off.  We  think  that  the  census 
tract  data  would  allow  the  type  of  analysis  necessary  to  determine 
what  is  going  on  in  the  more  mixed  ZIP  Codes,  because  just  the 
ZIP  Code  reporting  allows  the  information  to  be  skewed  or  to  be 
masked. 

Chairman  Barrett.  One  of  the  arguments  we  hear  against  using 
the  different  form  other  than  ZIP  Code,  the  census  tract  is  the  cost 
involved.  Do  you  have  any  comment  on  whether  that  would  be  a 
measurable  increase  in  cost? 

Mr.  Hall.  Well,  I  don't  have  specific  information  with  regard  to 
that,  but  it  just  seems  intuitively  that,  particularly  with  the  types 
of — I  can't  remember  if  in  the  act,  the  assistance  provided  in  break- 
ing down  the  information  and  so  forth,  you  know,  set  forth  in  the 
act  for  insurers,  that  with  that  type  of  assistance — these  insurance 
companies  are  sophisticated  entities  themselves.  They  report  all 
tvpes  of  information  for  all  types  of  purposes.  I  can't  imagine  that 
the  additional  burden,  to  the  extent  that  there  would  be  one,  would 
be  such  that  it  would  be  prohibitive. 

I  was  very  impressed  with  the  language  of  the  act  in  terms  of 
both  the  types  of  information  made  available  to  the  public  from  all 
sorts  of  technological  means  as  well  as  the  types  of  assistance  of- 
fered to  insurers,  and  I  think  that  with  that  type  of  assistance  in 
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analyzing   and    deciphering   the    information,    that   it    should   be 
required. 

Chairman  Barrett.  Mr.  Brown,  since  you  seem  to  deal  with  cost 
of  systems,  why  don't  you  comment  on  that? 

Mr.  Brown.  Well,  a  couple  of  observations,  with  a  caveat  that  my 
familiarity  is  largely  with  the  auto  area  as  opposed  to  the  home- 
owners' area. 

It  seems  to  me  that  the  whole  thrust  of  H.R.  1257  is  to  get  the 
data  about  what  is  happening  in  the  industry.  That  information  by 
definition  is  held  by  the  industry.  That  is  the  only  place  you  can 
get  it  from.  Nobody  can  go  out  and  get  it  any  other  place. 

It  has  been  my  experience  that  when  it  comes  to  the  software 
and  programming  involved  to  do  anything,  it  costs  more  than  it 
should.  It  has  also  been  my  experience  that  of  any  industry  in  the 
country,  the  insurance  industry  is  more  expert  and  more  able  and 
more  capable  of  compiling  and  slicing  and  dicing,  if  you  will,  infor- 
mation any  way  it  wants  to. 

No  one  here  has,  it  seems  to  me,  said  that  discrimination  in  in- 
surance— that  there  is  anything  bad  about  it.  As  I  tried  to  stress, 
it  is  a  positive  thing.  The  question  is,  is  discrimination  occurring 
along  socially  and  politically  inappropriate  pernicious  grounds,  and 
I  think  that  to  the  extent  that  you  get  more  and  better  information, 
as  I  concluded  in  my  testimony  about  auto  insurance,  this  enables 
you,  this  would  enable  someone,  the  government,  whatever  depart- 
ment it  happens  to  be,  to  distinguish  how  much  of  the  discrimina- 
tion is,  as  Mr.  Englund  is  implying,  essentially  claims  and  soci- 
etally  conditionally  based  and  how  much  of  it,  as  some  of  the  other 
witnesses  are  implying,  comes  from  other  sources. 

No  one  is  saying  that  there  aren't  more  auto  accidents,  for  exam- 
ple, in  53206  or  53212.  The  question  is,  is  the  disparity  claims 
based  or  is  it  based  on  other  criteria?  The  only  way  you  are  going 
to  find  it  is  to  have  finer  information,  and  to  the  extent  that  there 
is  a  cost  involved,  again,  dealing  with  a  university,  I  am  always 
shocked  when  programmers  tell  me  how  much  it  costs  to  do  some- 
thing. I  think  that  nonetheless,  it  is  an  essential  element  of  infor- 
mation if  you  want  to  distinguish  whether  the  discrimination  that 
is  occurring  is  appropriate  or  inappropriate. 

Chairman  Barrett.  So  you  think  it  is  in  the  public's  best  inter- 
est to  have  that  information? 

Mr.  Brown.  If  you  want  to  make  that  distinction,  I  think  so,  yes. 

Chairman  Barreit.  OK. 

Mr.  Tisdale,  you  talked  in  your  testimony  about  the  WIP  Pro- 
gram. Can  you  tell  us  a  little  bit  more  about  why  you  feel  that  is 
inadequate  and  what  its  failings  are? 

Mr.  Tisdale.  The  WIP  Program  is  basically  designed  as  other 
FAIR  Programs  are.  It  seems  in  lay  terms — and  we  are  not  insur- 
ers, our  basic  focus  is  enforcing  the  fair  housing  law  and  investigat- 
ing differences  in  treatment  based  on  that  law — it  seems  that  indi- 
viduals in  that  plan  are  disproportionately  represented  by  racial 
minorities,  and  our  question  to  this  subcommittee  and,  in  fact,  to 
the  insurance  industry  was,  are  there  specific  legal  reasons  for  that 
or  are  there  other  reasons  which  may  in  fact  be  in  violation  of 
those  individuals'  rights  to  free  access  to  housing  and  all  of  the 
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accouterments  that  go  to  housing,  insurance  being  one  of  those, 
mortgages  being  the  other,  safety  factors  being  the  other. 

All  of  those  things  that  people  take  into  account  when  purchas- 
ing a  home  within  a  certain  area  are  dependent  on  each  of  these 
pieces,  and  without  insurance,  that  basically  makes  the  decision  for 
those  individuals  and  we  have  lost  choice. 

So  our  concern  with  the  WIP  Program  was  not  that  it  exists  or 
does  not  exist,  but  given  the  disproportionate  number  of  minorities 
represented  in  that  program,  is  there  reason  to  view  that  this  pro- 
gram is  a  disincentive  for  individuals  purchasing  homes  and  their 
livelihood  within  the  urban  areas? 

Chairman  Barrett.  Mr.  Englund. 

Before  you  continue,  again  Jack  O'Meara  from  my  staff — if  there 
are  individuals  who  want  to  testify  when  this  panel  is  done.  Jack 
will  go  to  the  back  of  the  room  so  we  can  get  your  name  and  bring 
you  up. 

Go  ahead,  Mr.  Englund. 

Mr.  Englund.  Congressman  Barrett,  I  again  respectfully  request 
that  you  and  the  subcommittee  staff  take  some  time  to  look  closely 
at  the  Wisconsin  Insurance  Plan,  the  WIP,  and  look  at  it  vis-a-vis 
the  kinds  of  testimony  you  have  heard  from  others. 

I  read  testimony  last  night  you  received  from,  I  think  it  was  To- 
ledo, Ohio,  where  you've  got  large  numbers  of  houses  that  are  in 
the  FAIR  plan.  That  doesn't  exist  here.  Congressman.  It  is  very 
small  number.  Take  the  time  to  go  look  at  those  houses.  Be  an  un- 
derwriter for  a  day.  Look  at  bad  roofs  and  bad  porches  and 
arsonists,  and  you  decide  if  you  want  to  insure  them. 

The  market,  again,  is  working.  It  is  true  that  there  will  probably 
be  disproportionate  numbers  of  minorities  in  the  Wisconsin  Insur- 
ance Plan,  but  that  speaks  to  the  very  subset  of  issues  that  I  spoke 
to  in  my  testimony. 

Tragically,  we  live  in  a  society  where  we  have  managed  to  either 
make  certain  or  have  happen  that  a  lot  of  poor  people  are  black, 
and  it  is  that  substandard  housing  that  exists  that  puts  them 
there,  not  the  fact  of  the  color  of  their  skin. 

Chairman  Barrett.  OK. 

Yes,  Mr.  Tisdale. 

Mr.  Tisdale.  We  would  not  describe  Alderman  Pratt  as  a  poor 
person.  We  are  looking  at  this  from  the  standpoint  of  accessibility, 
availability,  and  equality  of  that  insurance,  and  those  are  the  is- 
sues that  we  are  concerned  about,  not,  as  I  indicated  in  my  testi- 
mony, pointing  fingers  at  the  reasons  for  that  or  the  causes  for 
that,  but  basically  what  we  can  do  to  get  out  of  this  situation  and 
ensure  that  those  individuals  have  access  to  insurance,  which 
makes  a  difference. 

If  you  don't  have  insurance,  you  can't  repair  your  roof  You  don't 
have  a  mortgage.  All  of  these  things  are  tied  in.  The  insurance  in- 
dustry, through  Mr.  Englund,  appears  to  be  saying  that  we  are  just 
out  of  the  picture.  We  just  insure  people.  We  don't  have  any  other 
stake  in  this  community,  we  don't  have  any  other  stake  in  what 
happens.  We  are  business  people. 

The  question  we  are  asking  is,  if  that  is  in  fact  the  role  that  the 
insurance  companies  are  going  to  play,  then  let's  put  that  out  on 
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the  table  and  let  everybody  understand  that  that  is  the  position 
that  they  are  going  to  take  and  not  come  in  and  out  as  convenient. 

Chairman  Barrett.  Well,  I  think  that  is  the  underlying  point 
that  I  was  making  with  my  question  on  banking.  You  can  make  the 
argument  with  banks  and  other  financial  institutions  that  they 
have  insurance,  government-sponsored  insurance.  You  don't  have 
that  with  the  insurance  industry,  although  with  insurance  you  do 
have  the  McCarren-Ferguson  Act,  which  gives  them  some  protec- 
tions that  other  businesses  don't  have. 

So  there  is  a  government  recognition  of  the  societal  role  that  in- 
surance plays,  and  I  frankly  think  that  the  insurance  industry  has 
a  societal  responsibility  that  goes  along  with  that  and  cannot  sim- 
ply walk  away  and  say,  well,  we  are  just  business  people.  I  look 
at  things  like  homeowners'  insurance,  and  look  at  homeowners' 
insurance  as  a  crucial  part  of  achieving  the  American  dream  of 
building  a  home  or  of  owning  a  home.  If  you  go  into  a  financial  in- 
stitution and  you  are  able  to  get  a  loan,  but  you  are  not  able  to 
get  insurance  on  that  home,  that  is  a  problem. 

I  would  disagree  with  you,  Mr.  Englund,  when  you  talked  about 
the  dilapidated  or  the  poor  conditions.  Again,  if  you  looked  at  Al- 
derman Pratt's  neighborhood,  it  is  a  beautiful  neighborhood. 

Mr.  Englund.  But  Congressman  Barrett,  Alderman  Pratt  did  not 
testify  that  he  was  in  the  WIP.  We  weren't  talking  about  the  WIP 
there.  I  think  it  is  a  mischaracterization  of  what  we've  heard  and 
what  the  underlying  issue  is. 

Chairman  Barrett.  But  I  think  we  are  beyond  the  issue  of  af- 
fordability  and  accessibility  and  we  are  also  addressing  the  issue 
of  adequacy,  and  I  do  think  that  that  is  what  Alderman  Pratt  was 
addressing,  was  the  issue  of  adequacy.  In  one  section  of  town,  he 
could  get  adequate  insurance;  in  another  section  of  town,  he 
couldn't  get  adequate  insurance.  I  think  underlying  his  testimony 
is  the  argument  that  business  practices  do  have  an  impact  on  the 
economic  makeup  of  a  neighborhood  if  no  one  in  a  particular  neigh- 
borhood can  get  adequate  insurance. 

Mr.  Hall,  you  looked  like  you  wanted  to  respond. 

Mr.  Hall.  That  is  the  point  I  was  going  to  make.  If  I  may  com- 
ment on  it,  we  are  lumping  together,  I  tnink,  people  who  are  in 
WIP  and  who  have  the  substandard  American  Family  policy,  for  in- 
stance, or  other  policies  that  are  not  equal  to  or  comparable  to  the 
premium  policies  that  are  found  in  other  neighborhoods  or  that  are 
available  to  people  who  are  not  minorities. 

So  in  Alderman  Pratt's  case,  while  he  is  not  in  WIP,  he  certainly 
testified  that  he  had  a  policy  that  was  very  different  from  and  infe- 
rior to  the  policy  that  he  had  when  he  lived  in  the  prior  area. 

If  I  may  comment  briefly  also  on  the  comparison  to  the  Commu- 
nity Reinvestment  Act,  I  agree  with  the  point  that  insurers 
should — well,  I  guess  I  would  divide  it  two  ways. 

First  of  all,  in  the  case  of  a  company  such  as  our  lawsuit  with 
American  Family,  I  think  if  it's  found  that  a  company  like  that  has 
violated  the  law  and  has  discriminated  unlawfully — just  to  com- 
ment on  Mr.  Brown's  point,  he  says  that  no  one  says  discrimination 
is  bad.  I  think  lawful  discrimination  is  not  bad,  meaning  lawful  dis- 
crimination is  contemplated  in  the  industry,  meaning  where  you 
are  discriminating  based  on  the  nature  of  the  risk  involved  and 
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that  type  of  thing.  But,  certainly,  unlawful  discrimination  based  on 
the  race  of  an  individual  or  the  racial  characteristics  of  a  neighbor- 
hood we  would  say  is  bad  and  is  unacceptable. 

I  think  if  it  is  found  that  a  company  has  violated  the  law  in  that 
manner,  then  that  company  should  be  required  to  remedy  the  situ- 
ation, which  may  include,  among  other  things,  reinvestment,  be- 
cause what  you  have  here  is  a  situation  where  companies  have 
been  taking  dollars  from  people  over  a  period  of  time,  but  offering 
an  inferior  product,  and  as  you  have  alluded  to,  Congressman,  that 
contributes  to  a  cycle  of  deterioration  in  the  community,  declining 
tax  base,  or  the  other  things  that  go  toward  having  urban  blight 
and  inferior  neighborhoods,  and  I  think  companies  should  be  re- 
quired to  remedy  the  situation  by  reinvesting  as  necessary  to  cor- 
rect this  wrong  of  unlawful  discrimination. 

I  also  know  under  the  CRA,  there  is  a  right  for  individuals,  once 
the  data  is  disclosed  under  that  act,  to  in  essence  make  challenges 
and  other  types  of — well,  challenges  essentially. 

In  terms  of  the  insurance  industry,  I  guess  I  think  it  would  be 
good  if  there  was  something  that  could  be  done  with  the  informa- 
tion once  it  is  gathered. 

I  realize  this  is  essentially  a  disclosure  bill  and  doesn't  provide 
that  type  of  challenge  or — well,  I  don't  know  what  the  action  would 
be  because  I  am  not  sure  that  insurance  companies  engage  regu- 
larly in  the  same  types  of  things  as  banks  and  lenders  that  would 
be  subject  to  challenge. 

But  the  point  is,  once  the  information  is  gathered  and  disclosed, 
I  think  it  then  would  provide  a  basis  for  determining,  if  discrimina- 
tion is  found  to  be  widespread,  whether  additional  legislation  is 
needed  or  what  is  necessary  to  remedy  the  situation. 

Chairman  Barrett.  Yes,  go  ahead.  Final  comment. 

Ms.  Wertheim.  Just  one  other  point,  going  back  to  something 
that  Attorney  Hall  said. 

We  not  only  want  to  look  at  actions  that  are  intentionally  racist 
or  discriminatory,  but  those  that  have  a  discriminatory  effect  as 
well  are  actions  that  the  industry  or  that  the  government  may 
want  to  look  at. 

I  am  a  little  dismayed  about  some  of  the  discussion  today  about, 
you  know,  the  denial  that  discrimination  exists.  This  reminds  me 
of  discussions  that  we  had  in  1978  with  the  real  estate  industry 
about  discrimination  doesn't  exist,  and  it  was  only  when  the  real 
estate  industry  acknowledged  that  yes,  there  were  some  actions 
within  their  industry  that  were  discriminatory  that  we  were  able 
to  move  beyond  and  start  to  effectuate  some  change  within  the 
industry. 

So  I  think,  as  Mr.  Tisdale  said,  there  has  to  be  an  acknowledge- 
ment that  there  are  acts  of  discrimination  that  either  intentionally 
or  unintentionally  discriminate. 

Chairman  Barrett.  OK.  I  want  to  thank  each  and  every  one  of 
you.  You  have  been  very  helpful.  Your  testimony  has  been 
excellent. 

I,  too,  am  sad  that  we  have  to  have  hearings  like  this.  I  hope 
that  we  never  have  to  have  another  hearing  like  this  again.  I  also 
hope  that  everyone  can  get  together  and  that  we  can  have  a  fair 
society  where  people  are  given  a  chance  to  purchase  insurance. 
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Thank  you  all  for  your  testimony. 

We  do  have  several  individuals  who  want  to  comment,  and  I 
would  ask  the  individuals  to  keep  their  comments  very  short  be- 
cause we  do  have  to  vacate  the  courtroom  and  some  of  our  Wash- 
ington staff  has  to  get  back  to  Washington. 

Elmer  Hodge.  If  you  would  like  to  come  and  just  very  briefly — 
if  we  could  keep  our  testimony  under  4  minutes,  that  would  be  very 
helpful. 

After  him,  we  will  hear  from  Paul  Kinsley. 

Good  afternoon,  Mr.  Hodge. 

STATEMENT  OF  ELMER  HODGE,  CERTIFIED  PUBLIC 
ACCOUNTANT,  MILWAUKEE,  WI 

Mr.  Hodge.  Good  afternoon,  Congressman,  staff  and  other  people 
here. 

My  name  is  Elmer  Hodge.  I  am  a  constituent  of  Congressman 
Barrett.  I  am  a  resident  of  Milwaukee.  I  am  an  independent  cer- 
tified public  accountant  and  I  work  out  of  my  home  and  I  had  the 
unfortunate  circumstance  this  June  to  have  a  burglary  to  my  home 
while  I  was  out  of  town. 

Immediately  on  returning,  I  called  the  insurance  company  to  re- 
port the  loss.  I  called  the  police  department.  They  came  and  made 
a  police  report. 

The  insurance  company  informed  me  I  should  call  my  agent  first, 
and  I  did  that,  and  I  waited  a  week  before  he  decided  to  tell  the 
insurance  company,  and  then  a  claims  adjuster  called  me.  I  talked 
to  him  and  he  said,  well,  hey,  we  have  a  few  forms  we  want  you 
to  fill  out.  We  will  get  those  to  you,  you  fill  them  out,  and  then  we 
can  start  processing  your  claim. 

As  soon  as  I  got  the  forms,  I  read  them,  and  in  the  first  one,  you 
have  a  copy  of  the  letter  that  outlines  what  they  want  from  me.  I 
went  on  and  looked  at  the  authorization  letter,  and  then  I  looked 
at  this  information  from  authorization  that  they  were  requesting 
and  I  was  totally  shocked,  and  I  called  the  guy  back,  and  if  he  had 
been  there,  I  would  have  socked  him  in  the  mouth. 

I  just  felt  insulted  bv  the  question,  the  information  that  they 
were  seeking  for  a  burglary  for  stolen  items  that  I  had  put  a  claim 
in  for,  and  I  asked  why  do  you  want  such  information?  I  said, 
hey — and  I  gave  him — they  asked  me,  well,  how  much  is  the  loss? 
I  said,  well,  ney,  I  don't  know  how  much  it  is.  You  know,  my  com- 
puter was  taken,  the  whole  system,  this  was  taken,  the  VCR,  other 
items.  I  don't  know  what  all  it's  going  to  add  to;  I  have  go  to 
through  and  assess  it  and  get  some  prices  and  whatever.  But  I 
said,  it's  not  more  than  $4,000  or  $5,000,  you  know.  This  guy 
jumped  the  roof  Well,  that's  just  a  large  claim.  And  I  said,  well, 
why?  And  I  can  read  to  you  here  the  letter,  you  know:  In  order  to 
process  your  claim,  please  complete  the  attached  form. 

Chairman  Barrett.  Yes.  We  have  the  letter. 

Mr.  Hodge.  OK 

Now,  I  don't  have  any  problem  with  them,  you  know,  investigat- 
ing the  situation,  finding  out  if  it's  a  legitimate  burglary,  but  for 
them  to  ask  me  information  such  as  what  they  have  asked  me — 
and  he  had  no  copy  of  the  police  report,  they  had  not  gotten  any 
information  from  me,  they  had  not  visited  my  home,  had  done 
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nothing,  and  this  guy  wants  to  know,  he  wants  authorization  for 
a  credit  report,  my  salary  history,  my  employment  record,  my  bank 
and  financial  records,  my  standing  in  the  community,  all  of  these 
items.  I  said,  what  for?  And  as  a  CPA,  I  am  saying,  you  think  I 
am  a  fraud. 

Chairman  Barrett.  OK. 

Mr.  Hodge.  And  I  resented  that. 

Chairman  Barreit.  I  hear  you. 

Mr.  Hodge.  I  resented  that  deeply. 

Chairman  Barrp:tt.  We  will  take  this — we  have  obviously  your 
address  and  we  will  be  in  contact  with  you. 

Mr.  Hodge.  And  I  filed,  you  know,  a  request  with  the  insurance 
commissioner  to  file  a  complaint,  and  they  sent  me  a  form.  I  have 
not  sent  it  back  yet  because  I  am  just  so  frustrated  because  of 
whether  they  do  anything  or  not. 

Chairman  Barrett.  This  is  the  first  time  I  have  ever  seen  a  form 
like  this.  I  appreciate  your  bringing  it. 

Mr.  Hodge.  It  is  insulting. 

Chairman  Barrett.  Again,  we  will  be  in  contact  with  you,  and 
I  appreciate  you  coming. 

Mr.  Hodge.  Thank  you. 

Chairman  BARREn\  Paul  Kinsley,  to  be  followed  by  John  Bowles. 

What  we  are  trying  to  do,  again,  for  Mr.  Hodge's  purpose  and 
others,  is  get  the  information  and  then  we  will  follow  up  on  it  with 

you. 

STATEMENT  OF  PAUL  KINSLEY,  RESIDENT  OF  MILWAUKEE,  WI 

Mr.  Kinsley.  My  name  is  Paul  Kinsley  and  I  have  lived  in  the 
inner  city  in  Milwaukee  for  about  25  years  and  I  bought  my  house 
in  1978. 

I  just  want  to  make  a  point  that  availability  isn't  a  problem,  but 
affordability  and  adequacy  is.  I  am  paying  like  over — I  think  the 
distinction  has  to  be  made  between  repair  costs — I  think  a  lot  of 
people  are  insured  and  they  just  have  repair.  I  do  have  replace- 
ment costs,  but  it  is  costing  me  about  $600  a  year  for  the  replace- 
ment cost.  I  just  want  to  make  sure  that  people  know  that  there 
is  affordability  and  adequacy  problems. 

I  mean,  I  could  use  that  money  to  put  in  repairs  on  the  house 
that  now  I  am  paying  out  for  insurance.  Maybe  I  haven't  shopped 
around  enough,  but  in  order  to  get,  you  know,  replacement  costs 
where  I  live — and  I  haven't  had  one  claim  since  I  have  owned  the 
place,  and  that  is  in  1978. 

Chairman  Barrett.  What  ZIP  Code  do  you  live  in? 

Mr.  Kinsley.  ZIP  Code  53208. 

Chairman  Barrett.  ZIP  Code  53208. 

Mr.  Kinsley.  Yes.  And  I  guess  that  is  another  thing.  I  think 
that,  as  I  think  Henry  mentioned,  you  know  there  has  to  be  a 
smaller  area  included  in  the  data,  because  the  ZIP  Code  just 
masks — you  know,  like  you  said,  it  can  mask  if  there  might  be  a 
large  white  population  in  one  area  and  a  black  population  in  the 
area,  and  the  average  would  mask  the  true  discriminatory  prac- 
tices. So  I  think  it  does  have  to  be  a  smaller  area  than  the  ZIP 
Code.  I  don't  know  if  it  would  be  automatic  districts.  Maybe  the 
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census  tract  is  too  small,  but  there  has  to  be  definitely  a  smaller 
area. 

Chairman  Barrett.  OK. 

Mr.  Kinsley.  I  think  the  insurance  people  could  provide  that  in- 
formation if  they  wanted  to. 

That's  basically  it,  the  fact  that,  you  know,  it  really  is  a  problem 
and  I  just  think,  you  know,  the  insurance  industry  saying  that  it 
doesn't  exist  just  isn't  right. 

Chairman  Barrett.  Thank  you  very  much  for  your  testimony. 

John  Bowles  to  be  followed  by  Elwood  Juckem, 

Good  afternoon. 

STATEMENT  OF  JOHN  BOWLES,  BUSINESSMAN,  MILWAUKEE, 

WISCONSIN 

Mr.  Bowles.  Hi.  Good  afternoon,  Congressman  Barrett. 

I  am  John  Bowles  and  my  business  has  been  in  Milwaukee  the 
last  10  or  12  years  and  I  actually  went  to  college  in  the  Milwaukee 
area. 

I  am  here  today  to  talk  a  little  bit  about  the  broader  aspects  of 
the  issues  that  you  have  discussed  today.  My  experience  and  back- 
ground is  in  program  management  and  project  development. 

What  I  would  like  to  discuss  a  little  bit  about  today  is  that  the 
aspects  of  discrimination  in  the  insurance  industry  is  a  direct  cor- 
relation to  the  lack  of  investment  in  the  Milwaukee  minority  urban 
community. 

Earlier  in  our  conversations.  Congressman  Barrett  had  men- 
tioned the  fact  that  there  seems  to  be  a  question  about  the  invest- 
ment, a  real  question  about  community  reinvestment  from  the 
perspective  of  insurance  companies  and  how  that  would  relate  to 
the  minority  community  as  well  as  to  the  city  of  Milwaukee 
community. 

Well,  I  can  tell  you,  I  have  seen  nothing  but  a  noticeable  im- 
provement from  a  community  reinvestment  perspective  as  it  relates 
to  banks  and  larger  financial  institutions  as  far  as  availability  and 
opportunities  for  reinvestment  back  into  the  minority  community. 
I  do  not  think  that  would  have  happened  at  the  financial  institu- 
tion level  had  it  not  been  for  the  Community  Reinvestment  Act. 

Relative  to  the  responsibility  that  I  think  insurance  companies 
have  and  should  have,  without  a  doubt,  there  is  no  question  that 
they  should  have  a  responsibility.  They  do  on  a  regular  basis  take 
in  income  from  minority  individuals  in  the  minority  community, 
yet  at  the  same  time  there  seems  to  be  almost  a  disinvestment 
from  the  form  of  lack  of  financial  investment  back  into  the  commu- 
nities and  especially  from  the  larger  insurance  companies  that  are 
out  there  today. 

Again,  I  think  that  the  insurance  companies  and  bonding  compa- 
nies that  are  associated  from  a  public  perspective  as  well  as  from 
a  business  perspective  should  also  be  included  in  the  Community 
Reinvestment  Act  for  the  entire  good  of  those  that  tend  not  to  be 
able  to  benefit. 

Thank  you. 

Chairman  Barrett.  OK.  I  appreciate  your  testimony. 

Juckem,  to  be  followed  by  Sue  Gramling. 

Good  afternoon. 
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STATEMENT  OF  ELWOOD  JUCKEM,  INSURANCE 
UNDERWRITER  [RETIRED],  WAUKESIIA,  WI 

Mr.  JucKEM.  Grood  afternoon.  It  is  aflernoon,  isn't  it.  I  thank  you 
for  hearing  me.  My  name  is  Elwood  Juckem,  J-u-c-k-e-m.  I  live  in 
Waukesha,  Wisconsin.  I  am  a  retired  insurance  person  that  has 
been  proximate  to  this  issue  for  about  42  years.  Eighteen  of  those 
years  were  as  a  company  underwriter  with  a  big  company,  the 
Aetna  Life  and  Casualty,  24  of  those  years  subsequently  were  on 
the  consumer  side  in  the  agency  business  of  one  of  the  largest 
agencies  in  the  city. 

I  will  read  this  fast;  it  takes  about  5  minutes. 

The  word  "redlining"  requires  that  we  try  to  identify  when  prop- 
er underwriting  selection  becomes  discriminatory  and  the  allega- 
tion of  redlining  emerges.  Lest  we  forget  very  quickly,  the  theory 
of  insurance  and  insurance  companies  involves  a  pooling  of  assets 
by  groups  of  people  to  enable  them  to  undertake  the  risks  of  busi- 
ness of  driving  autos,  flying  planes,  of  living  in  general. 

I  think  we  forget  that  the  insurance  company  is  the  trustee  of 
those  pooled  funds,  the  people's  funds,  that  must  be  available  for 
future  delivery. 

The  insurance  company  is  all  of  us.  We  are  all  the  insurance 
company.  If  the  insurance  company  is  to  do  business  and  exercise 
its  fiduciary  responsibility,  it  has  a  duty  to  both  sides  of  the  issue: 
One,  to  provide  a  product  available  to  all  normal,  not  necessarily 
perfect,  but  normal  insurance  risk  situations;  two,  on  the  other  side 
of  the  coin,  to  protect  the  assets  entrusted  to  it  by  the  public  from 
abnormal  or  fraudulent  situations;  three,  to  devise  a  method  to 
identify  price  and  insure  abnormal  situations,  while  providing  a 
product  on  a  reasonable  basis  to  as  many  as  possible  within  the  pa- 
rameters of  viable  cost.  It  has  a  duty  to  reframe  from  imposing  pre- 
dictably adverse  results  upon  the  experience  of  the  group. 

It  is  a  fact  that  certain  geographic  areas,  such  as  urban  inner 
cities,  rivers,  and  coastal  flood  planes,  dry  mountain  areas,  hurri- 
cane areas,  and  so  on,  have  persistently  produced  abnormal,  even 
catastrophic  insurance  results,  and  I  would  submit,  sir,  that  as  our 
population  increases  and  there  is  more  and  more  pressure  to  build, 
locate,  and  live  in  highly  vulnerable  areas,  a  problem  of  alleged 
redlining  is  going  to  increase,  not  decrease.  We  have  recognized 
that  condition  with  Federal  flood  insurance,  disaster  relief,  and  the 
like. 

Now,  the  use  of  ZIP  Codes  or  some  sort  of  area  identification  is 
a  useful,  if  imperfect,  attempt  to  identify  experience  by  geographic 
area.  It  attempts  to  prevent  the  adverse  results  of  one  area  being 
shifted  to  areas  of  good  experience. 

Now,  the  idealistic  solution  would  be  to  spread  all  results  across 
the  entire  populace.  I  can  assure  you,  sir,  from  many  years  of  deal- 
ing with  the  individual  public,  that  the  rural  insured  will  not  sub- 
sidize the  suburban  insured,  the  suburban  insured  will  not  sub- 
sidize the  inner-city  insured  voluntarily.  If  you  do  it,  you  are  going 
to  have  to  do  it  forcibly. 

It  would  be  nice  if  we  could  spread  the  risk  across  the  entire  pop- 
ulation on  a  general  basis,  but  my  assessment  of  longstanding  is, 
as  of  now,  I  don't  think  the  political  climate  exists  to  get  that  done. 
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In  any  event,  if  you  do  force  the  adverse  experience  of  one  group 
or  area  upon  the  general  population,  which  is  probably  the  ideal 
thing  to  do  in  some  ways,  it  is  just  another  form  of  social  taxation 
using  insurance  as  a  conduit.  So  if  we  are  going  to  do  it,  lets  get 
it  up  on  the  table  and  identify  that  is  what  we  are  doing. 

Now  what  to  do?  There  were  some  discussions  here  about  areas, 
and  using  the  format  of  flood  insurance  which  maps  and  predeter- 
mines flood  risk  by  degree,  I  suggest  that  the  State,  along  with  the 
insurance  industry  and  the  fire  and  law  enforcement  people,  pool 
their  statistical  information  literally  by  making  map  overlays  and 
they  will  identify  and  agree  to  areas  of  abnormal  risk. 

This  would  relieve— in  fact,  it  would  take  away  from  the  insur- 
ance companies  the  burden  of  area  designation  and  standardize  the 
evaluation  of  risk  and  prevent  excessively  tight  selection  or  what 
I  used  to  call  when  I  was  in  the  agency  business  cherry-picking, 
which  is  predilection  of  insurance  company  underwriters  to  try  to 
pick  the  best  rates  or  best  risks  in  order  to  justify  the  low  rates 
that  they  are  trying  to  keep  alive.     ,        ,.  •       r,        .  a 

The  company  that  has  been  under  discussion  here  today  was 
very,  very  good  at  that.  They  always  have  had  good  rates,  but  they 
were  always  fairly  picky. 
Chairman  Barrett.  OK.  If  you  could  conclude. 
Mr  JUCKEM.  Very  quickly,  once  mapped,  several  options  might 
be  considered.  Mandated  insurance,  if  eligible  by  set  standards, 
would  allow  a  premium  surcharge  by  mapped  area  If  that  sur- 
charge was  excessive,  the  rates  would  quickly  reflect  it.  Ihat  sur- 
charle  would  disappear.  That  is  the  history  of  i-js^^^^ce.  Provide 
some  sort  of  reinsurance  of  loss,  or,  if  you  wanted  to,  provide  some 
sort  of  reinsurance  function  of  loss  above  X  level,  either  directly  by 
eovemment  or  by  a  bid  let  contract.  „     ,      ^ 

To  obtain  experience  spread-there  is  some  talk  about  narrow  or 
microfocus  of  territories.  To  obtain  experience  spread  requires  that 
not  less  than  two  adjacent  areas  be  used  to  determine  experience^ 
That  would  eHminate  a  lot  of  problems  and  one  guy  fitting  on  one 
side  of  the  street  and  one  guy  on  the  other  with  totally  different 

''^Force-fitTnlurance-a^  right.  To  force  insurance  groups  in  a  free 
society  to  absorb  the  impact  of  abnormal  experience  is  not  the 
American  way.  Force-fit  insurance  onlv  panders  to  the  slumlords, 
fhTdmnkeT^drivers,  the  careless,  ancT  those  who  create  unneces- 
sarily physical  risk  by  building  high  values  in  high-risk  areas.  It 
win  only  really  delay  the  rebuilding  of  our  cities  and  allow  the 
chariatans  to  shift  responsibility.  , 

I   have  just  a   couple   of  comments   about   what   I   heard   this 

"^7stro^nHv  urce  that  you  do  not  put  racial  characteristics  on  an 
applfcat^nThft  will  only  exacerbate  the  problem.  The  statistics  I 
am  tafking  about  polling  are  color-free;  they  do  not  know  of  race 
or  reco^fze  race.'rhey^would  strictly  reflect  the  dynamics  of  a 

^Som^e'of  the  agents  I've  heard,  quite  frankly,  those  agents  arot 
doing  their  job.  It  has  been  my  experience  over  the  years  that  a 
good  agent-and  I  want  to  defend  the  agents  to  this  extent,  that 
norma? good  agents,  many  good  agents  out  there  do  much  more  for 
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the  consumer  than  they  are  ever  given  credit  for,  I  think  you  would 
recognize  that,  I  hope. 

Chairman  Barrett.  Thank  you  for  your  testimony. 

Just  a  couple  of  comments  and  observations.  I  agree  with  you  in 
terms  of  flood  insurance,  for  example,  that  you  have  a  situation 
there  where  I  don't  think  it  is  good  public  policy  to  build  million- 
dollar  homes  in  areas  that  are  likely  to  be  hit  by  floods.  But  I  do 
think  that  there  is  a  different  socioeconomic  issue  when  you  are 
talking  about  central  cities,  because  you  are  not  dealing  with  an 
area  where,  frankly,  people  are  flocking  to.  More  often  than  not, 
you  have  people  who  want  to  move  away  from  that  area. 

I  do  think  that  there  are  societal  areas  that  come  into  play,  and 
I  think  government  recognizes  that  in  other  areas,  for  example,  in 
health  insurance.  I  think  if  you  were  going  to  build  an  actuarial 
perfect  health-care  system,  you  would  have  the  oldest  members  of 
our  society  paying  the  most,  and  we  have  determined  as  a  society 
that  that  is  not  good  public  policy. 

I  think  what  you  are  seeing  here  is  the  discussions  that  insur- 
ance is  not  just  like  going  out  and  buying  a  television  set,  that  be- 
cause of  the  close  ties  with  insurance  to  homeownership,  to  being 
able  to  move  in  this  society  with  a  car,  that  it  goes  beyond  a  luxury 
item.  Maybe  we  are  being  more  forthright  by  having  a  hearing  like 
this  and  saying,  yes,  there  are  societal  issues  that  we  want  to  ex- 
plore as  to  that. 

Mr.  JucKEM.  Exactly.  I  agree  with  you.  All  I  am  saying  is  let's 
map  it,  let's  identify  it,  let's  quantify  it,  and  make  more  insurance 
available  by  allowing  a  surcharge  if  necessary.  But  have  that  infor- 
mation compiled  by  neutral  people.  Don't  let  the  fox  watch  the 
chickens.  Have  that  information  compiled  by  a  neutral  group  of 
people  so  that  you  know  it  is  true  and  it  is  not  tilted  in  any  way. 

Chairman  Barrett.  OK,  Well,  thank  you  for  your  testimony.  I 
appreciate  it. 

Sue  Gramling.  Ms.  Gramling  is  the  final  witness  today.  Thank 
you  for  your  patience. 

STATEMENT  OF  SUE  GRAMLING,  HOMEOWNER 

Ms.  Gramling.  Thanks,  Congressman  Barrett. 

Chairman  Barrett.  Good  afternoon. 

Ms.  Gramling.  I  came  to  listen  today,  but  there  are  a  couple  of 
things  that  I  just  feel,  for  the  record,  I  would  like  to  state. 

I  live  in  an  integrated  neighborhood  on  the  near  northwest  side, 
roughly  the  equivalent  of  42nd  and  North  Avenue,  and  I  own  my 
own  home. 

My  first  point  is  about  the  methods  of  gathering  information.  I 
definitely  would  agree  that  it  would  be  better  and  urge  those  who 
can  to  consider  using  census  tract  definitions,  because  I  know  of 
people  in  my — I  am  in  the  53210  ZIP  Code.  I  know  for  auto  insur- 
ance, it  is  dififerent  on  the  east  side  of  Holly  Road  than  the  west 
side  of  Holly  Road.  My  car  is  older,  and  my  sister  lives  just  to  the 
west  of  Holly  Road  and  her  car  is  brand  new,  and  I  pay  about  $200 
a  year  more  insurance  with  the  exact  same  company. 

Related  to  that,  in  terms  of  gathering  general  information  about 
the  kinds  of  claims  made,  I  am  wondering  about  the  personal  in- 
jury claims  and  whether  there  is  a  relationship  between  the  higher 
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personal  injury  claims  in  the  central  city  and  the  lack  of  com- 
prehensive nealth  insurance,  and  whether  or  not,  you  know,  some- 
one who  has  a  rather  minor  injury  may  make  a  claim  if  they  were 
in  an  accident  because  perhaps  their  HMO  does  not  cover  physical 
therapy  on  an  ongoing  basis  or  whatnot.  So  I  think  that  would  be 
an  important  thing  to  look  at. 

The  other  information,  and  I  don't  know  enough  about  it  to  know 
if  it  is  being  gathered,  is  whether  or  not  there  is  any  information 
about  the  number  of  claims  that  are  not  pursued  relative  to  dif- 
ferent areas  or  different  economic  levels  of  folks. 

For  example,  my  home  was  broken  into  twice  in  the  summertime 
and  very  relatively  minor  things  were  taken,  but  I  did  put  in 
claims,  and  I  was  told  on  the  second  claim  by  my  insurance  agent 
that  maybe  I  better  not  do  it.  But  it  was  my  lawnmower.  I  did  not 
have  the  money  to  buy  a  new  lawnmower  and  I  needed  a  lawn- 
mower;  therefore,  I  put  in  a  claim,  I  paid  the  deductible.  Both 
claims  were  less  than  $350.  My  insurance  was  canceled. 

I  am  wondering  if  someone  who  lives  in  the  central  city  or  in  a 
neighborhood  where  they  are  really  struggling  and  it's  a  working 
class  neighborhood  and  they  can't  afford  to  absorb  those  kind  of 
losses,  where  other  people  say  I  am  not  going  to  put  in  a  claim,  my 
insurance  may  go  up  or  be  canceled,  so  I  will  buy  a  new  lawn- 
mower  and  I  won't — ^you  know.  So  I  think  that  would  be  interesting 
data  to  try  to  collect  through  some  sort  of  a  targeted  survey  or 
something,  which  brings  me  to  my  last  point. 

As  a  result  of  those  two  little  claims,  I  was  unable  to  get  private 
homeowner's  insurance.  I  just  wanted  to  go  on  record,  I  am  in  the 
Wisconsin  Insurance  Plan.  My  house  is  not  dilapidated.  I  live  on 
a  very  solid  block  with 

Chairman  Barrett.  A  beautiful  street. 

Ms.  Gramling.  With  all  individual  homeowner-occupied  homes, 
and  the  Wisconsin  Insurance  Plan  is  costing  quite  a  bit  more  and 
has  less  coverage,  and  I  am  very  anxious  to  put  in  my  time  and 
try  to  get  out  from  under  it. 

So  I  just  wanted  to  go  on  record  in  that  respect. 

Chairman  Barrett.  OK.  I  appreciate  your  testimony. 

Ms.  Gramling.  Thanks  a  lot. 

Chairman  Barrett.  Thank  you  very  much. 

There  being  no  other  witnesses  to  testify,  that  will  conclude  the 
hearing.  We  will  leave  the  record  open  for  a  period  of  4  weeks  from 
today  so  that  additional  views  may  be  submitted.  The  panel  is  ex- 
cused and  the  subcommittee  stands  in  recess.  Thank  you  to  all 
those  who  attended  today. 

[Whereupon,  at  2:13  p.m.,  the  hearing  was  adjourned.] 
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STATEMENT  BEFORE  THE  SUBCOMMITTEE  ON  CONSUMER  CREDIT  AITO  INSURANCE 

Congressman  Tom  Barrett 
January  4,  1994 


INITIALLY,  I  WOULD  LIKE  TO  THANK  CHAIRMAN  KENNEDY  FOR  COMING 
TO  MILWAUKEE  TO  HEAR  TESTIMONY  ON  THE  TOPIC  OF  INSURANCE 
REDLINING.   AS  A  MEMBER  OF  HIS  SUBCOMMITTEE,  I  CAN  ATTEST  TO  THE 
FACT  THAT  CHAIRMAN  KENNEDY  HAS  PLACED  THE  EFFORT  TO  FIGHT 
INSURANCE  REDLINING  AT  THE  TOP  OF  HIS  LEGISLATIVE  AGENDA.   HE  IS 
A  STRONG  AND  ARDENT  VOICE  ON  BEHALF  OF  THE  FIGHT  TO  ENSURE  THAT 
INSURANCE  IS  BOTH  AVAILABLE  AND  AFFORDABLE  FOR  ALL  AMERIC7WS.   WE 
ALL  OWE  HIM  A  DEBT  OF  GRATITUDE  FOR  HIS  TIRELESS  DEDICATION  TO 
THIS  CAUSE. 

I  WOULD  ALSO  LIKE  TO  THANK  OUR  DISTINGUISHED  PANEL  MEMBERS 
WHO  HAVE  AGREED  TO  TESTIFY  TODAY.   I  APPRECIATE  YOUR  WILLINGNESS 
TO  SHARE  YOUR  EXPERTISE  AND  PERSPECTIVE  WITH  US.   I  LOOK  FORWARD 
TO  YOUR  TESTIMONY. 


I  HAVE  ASKED  CHAIRMAN  KENNEDY  TO  COME  TO  MILWAUKEE  BECAUSE 
THE  PEOPLE  OF  THIS  AREA  CAN  PROVIDE  THE  SUBCOMMITTEE  WITH  AN 
INTERESTING  AND  INFORMATIVE  PERSPECTIVE  REGARDING  INSURANCE 
AVAILABILITY  AND  AFFORDABILITY.   THE  PEOPLE  OF  MILWAUKEE  KNOW  HOW 
IMPORTANT  IT  IS  TO  HAVE  INSURANCE  AVAILABLE  IN  ALL  AREAS  OF  OUR 
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COMMUNITY. 

FIGHTING  INSURANCE  REDLINING  IS  IMPORTANT  BECAUSE  OBTAINING 
INSURANCE  IS  A  NECESSARY  STEP  TO  ACHIEVING  THE  AMERICAN  DREAM  OF 
OWNING  A  HOME.   IT  IS  ALSO  AN  IMPORTANT  PART  OF  PURCHASING  AN 
AUTOMOBILE  OR  STARTING  A  BUSINESS.   BEING  ABLE  TO  AFFORD 
INSURANCE  COVERAGE  CAN  MEAN  THE  DIFFERENCE  BETWEEN  SUCCESS  OR 
FAILURE,  HAPPINESS  OR  UNHAPPINESS  IN  LIFE. 

THE  AVAILABILITY  OF  AFFORDABLE  INSURANCE  IS  NOT  JUST  A 
PERSONAL  MATTER.   IF  PEOPLE  IN  A  GIVEN  AREA  ALL  HAVE  DIFFICULTY 
OBTAINING  INSURANCE,  IT  CAN  MEAN  THAT  THE  ENTIRE  AREA  WILL 
CONTINUE  TO  FACE  SEVERE  ECONOMIC  DISTRESS.   A  REPORT  ISSUED  IN 
THE  WAKE  OF  THE  1968  URBAN  RIOTS  FOUND  THAT,  "WITHOUT  INSURANCE, 
BUILDINGS  ARE  LEFT  TO  DETERIORATE;  SERVICES,  GOODS  AND  JOBS 
DIMINISH.   EFFORTS  TO  REBUILD  OUR  NATION'S  INNER  CITIES  CAN  NOT 
MOVE  FORWARD.   COMMUNITIES  WITHOUT  INSURANCE  ARE  COMMUNITIES 
WITHOUT  HOPE. " 

FOR  MORE  THAN  25  YEARS,  THE  PRACTICES  OF  INSURANCE  COMPANIES 
IN  DISTRESSED  COMMUNITIES  HAVE  BEEN  SCRUTINIZED  AND  DEBATED. 
COMPANIES  HAVE  BEEN  CRITICIZED  FOR  REDLINING  --  FOR  REFUSING  TO 
INSURE  OR  VARYING  THE  TERMS  OF  INSURANCE  BASED  ON  RESIDENCE  OR 
LOCATION  OF  A  PERSON  SEEKING  INSURANCE.   THE  TERM  REDLINING 
ORIGINATES  FROM  THE  ALLEGED  PRACTICE  OF  SOME  BUSINESSES  OF 
OUTLINING  GEOGRAPHIC  AREAS  IN  RED  INK  AND  THEN  REFUSING  TO  DO 
BUSINESS  WITH  PEOPLE  LIVING  IN  THOSE  AREAS.   STUDIES  HAVE  SHOWN  A 
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NUMBER  OF  WAYS  IN  WHICH  PEOPLE  ARE  REDLINED  BY  INSURANCE 
COMPANIES. 

WE  ARE  CURRENTLY  AT  A  CROSSROADS  IN  THE  DEBATE  OVER 
INSURANCE  REDLINING.   EARLY  THIS  YEAR,  THE  DEBATE  OVER  ANTI- 
REDLINING  LEGISLATION  WILL  MOVE  TO  THE  FLOOR  OF  THE  HOUSE  OF 
REPRESENTATIVES.   TWO  BILLS,  ONE  AUTHORED  BY  CHAIRMAN  KENNEDY, 
WILL  BE  DEBATED  AT  THAT  TIME.   BOTH  BILLS  WOULD  REQUIRE  INSURANCE 
COMPANIES  TO  DISCLOSE  DATA  ON  THEIR  ACTIVITIES.   THE  IDEA  BEHIND 
THE  MEASURES  IS  THAT  SUNLIGHT  IS  THE  BEST  DISINFECTANT  AND  THAT 
INFORMATION  SUCH  AS  WHERE  A  COMPANY  DOES  AND  DOES  NOT  SELL 
POLICIES  WILL  PROVIDE  A  POSITIVE  INCENTIVE  FOR  COMPANIES  TO  SERVE 
ALL  NEIGHBORHOODS  IN  A  COMMUNITY. 

THE  BILLS  WOULD  OPERATE  MUCH  LIKE  THE  HOME  MORTGAGE 
DISCLOSURE  ACT,  WHICH  REQUIRES  LENDERS  TO  PRODUCE  DATA  ON 
MORTGAGE  LOANS.   IF  REDLINING  DOES  NOT  OCCUR,  AS  INSURANCE 
INDUSTRY  OFFICIALS  CONTEND,  THEN  THE  STATISTICS  WILL  PROVE  THEM 
RIGHT. 

CHAIRMAN  KENNEDY'S  BILL  WOULD  REQUIRE  DISCLOSURES  ACCORDING 
TO  CENSUS  TRACTS  AND  WOULD  APPLY  THE  REPORTING  REQUIREMENTS  TO 
THE  NATION'S  150  LARGEST  METROPOLITAN  AREAS,  PLUS  50  RURAL  AREAS. 
IN  ADDITION,  IT  WOULD  MANDATE  THE  DISCLOSURE  OF  HOW  MUCH  IS  PAID 
OUT  IN  CLAIMS.   THE  BILL  WOULD  ALSO  GIVE  CONSUMERS  THE  RIGHT  TO 
KNOW  WHY  THEY  WERE  TURNED  DOWN  FOR  INSURANCE,  MUCH  LIKE  THE  RIGHT 
THEY  NOW  HAVE  IF  THEY  ARE  TURNED  DOWN  FOR  CREDIT. 
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THE  OTHER  BILL  WOULD  MANDATE  DISCLOSURES  BASED  ON  ZIP  CODES 
AND  APPLY  THE  REPORTING  REQUIREMENTS  TO  JUST  THE  2  5  LARGEST 
CITIES.   CHAIRMAN  KENNEDY'S  BILL  WOULD  BE  MORE  EFFECTIVE  AT 
ZEROING  IN  ON  REDLINING  BECAUSE  CENSUS  TRACTS  PROVIDE  A  CLEARER 
SNAP  SHOT  OF  SALES  PRACTICES.   BY  USING  CENSUS  TRACTS  AS  THE 
STANDARD,  WE  WOULD  BE  BETTER  ABLE  TO  DETERMINE  IF  A  GIVEN 
NEIGHBORHOOD  HAS  BEEN  REDLINED. 

IT  APPEARS  THAT  THERE  COULD  BE  AN  ANTI -REDLINING  LAW  AS 
EARLY  AS  THIS  YEAR  BECAUSE  PRESIDENT  CLINTON  HAS  SAID  THAT  HE 
WOULD  SIGN  AN  ANTI -REDLINING  BILL  INTO  LAW  IF  IT  IS  PASSED  BY 
CONGRESS . 

AGAIN,  I  WELCOME  CHAIRMAN  KENNEDY  AND  THE  PANELISTS.   I  LOOK 
FORWARD  TO  THE  DISCUSSION.         '      ' 
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Testimony  of  Marvin  Pratt 

before  the  U.S.  House  of  Representatives 

Subcommittee  on  Consumer  Credit  and  Insurance 

of  the  Committee  on  Banking,  Finance  and  Urban  Affairs 

January  4,  1994 

To  the  Honorable  Joseph  P.  Kennedy,  II,  Chairman;  to  my 
Congressman,  Thomas  Barrett  of  the  5th  Congressional  District  of  Wisconsin;  to 
two  of  my  neighboring  Congressmen  from  the  state  of  Illinois,  Mr.  Gutierrez  and 
Mr.  Rush;  and  to  other  members  of  the  Subcommittee  on  Consumer  Credit  and 
Insurance;  Members  of  the  103rd  Congress. 

I  am  pleased  to  appear  before  you  and  pleased  that  you  have  scheduled 
hearings  in  the  city  of  Milwaukee  on  the  adequacy,  affordability,  and  availability  of 
insurance  here  in  our  city. 

My  name  is  Marvin  Pratt  and  I  am  one  of  seventeen  aldermen  in  the  city  of 
Milwaukee.  I  have  been  in  my  present  position  since  May  1987,  representing  a 
district  of  38,000  people  on  the  north  side  of  the  city.  My  district  is  approximately 
72%  African  Amencan,  25%  white  and  3%  other  racial  minorities. 

My  wife,  Dianne,  and  I  are  part  of  a  group  of  eight  plaintiffs  who  are  charging 
American  Family  Insurance  with  insurance  redlining  here  in  the  city  of  Milwaukee. 
In  1990,  the  NAACP,  ACLU,  and  Legal  Action  of  Wisconsin  filed  briefs  in  our 
behalf  outlining  what  we  believe  are  sfrong  cases  of  racial  discrimination  and 
demographic  discrimination  in  the  insurance  field  by  American  Family. 

I  believe  American  Family  is  representative  of  the  overall  insurance  industry 
in  discriminating  agamst  racial  minorities  in  the  selling  of  homeowner's,  auto,  and 
also  life  insurance. 
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I  believe  that  racial  minorities  and  others,  based  on  where  they  live 
(demographic  discrimmation),  pay  more  for  insurance.  In  other  words,  in  most 
urban  areas  of  this  country  that  generally  are  predommantly  minonty,  people  who 
live  there  pay  more  for  insurance— if  they  are  able  to  get  insurance  at  all—and  they 
normally  receive  an  inferior  product. 

My  specific  expenence,  which  is  the  basis  for  my  claim  against  Amencan 
Family  is  that  we  (my  spouse,  Dianne,  and  1)  received  less  coverage  from  American 
Family  when  we  moved  from  a  predominantly  white  area  of  the  city  to  our  present 
home  which  is  located  in  a  predominately  black  area  of  the  city.  At  our  previous 
residence  on  the  northwest  side  of  the  city  (from  1978-1983),  we  were  given  the 
best  homeowner's  policy  that  American  Family  had  to  offer.  When  we  moved  in 
1983,  and  on  filing  a  claim  in  1988,  we  found  out  that  the  policy  had  been 
downgraded  to  a  lesser  policy  that  covered  only  up  to  $1000  of  lost  or  stolen 
articles  from  our  household.  At  out  previous  address,  the  total  replacement  cost 
would  have  been  covered. 

The  policy  was  lessened  and  we  were  not  informed.  Upon  inquiring  why  this 
had  occurred,  we  were  told  that  because  of  our  new  address  we  did  not  and  could 
not  receive  the  best  insurance  policy  coverage—mearung  that  out  new  address  was 
less  desirable  by  American  Family's  standards  because  there  were  more  blacks. 

Based  on  my  nearly  seven  years  in  public  office  as  a  local  elected  official  and 
calls  that  I  have  received  before  and  after  my  experience  with  American  Family,  I 
believe  that  minority  neighborhoods  in  the  city  of  Milwaukee  suffer  because  of  the 
lack  of  available,  affordable,  and  adequate  insurance  coverage.  Residents  in  the 
central  city  in  Milwaukee  probably  pay  more  for  less  coverage,  receive  inadequate 
coverage  or  receive  no  coverage  from  most  of  the  major  insurers. 

H.R.  1257,  the  Insurance  Consumer  Protection  Act,  would  serve  similarly  to 
the  Home  Mortgage  Disclosure  Act  in  that  where  insurance  is  written  and  not 
written  would  be  documented  by  census  tract.  If  the  companies  are  identified  that 
are  writing  policies,  then  that  would  be  even  better.  Public  disclosure  and  possible 
embarrassment  over  the  lack  of  writing  of  policies  in  certain  census  tracts  would 
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make  the  industry  more  receptive  to  do  the  right  thing. 

Sometliing  has  to  and  must  be  done.  The  high  cost  of  insurance,  poor 
coverage,  and  no  insurance  contribute  to  deterioratmg  neighborhoods,  not  only  here 
in  the  city  of  Milwaukee,  but  throughout  our  urban  centers  nationwide. 

Mr.  Chairman,  Ladies,  Gentlemen,  I  wish  you  success  in  your  attempt  to 
address  tliis  most  serious  problem.  Thank  you. 
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TESTIMONY  OF  JAMES  H.  HALL,  JR. 

Regarding  H.R.  1257 

January  4,  1994 


Mr.  Chairman  and  Honorable  Committee  Members: 

I  appreciate  the  opportunity  to  appear  before  this  committee 
today  to  speak  with  respect  to  H.R.  1257.  We  appreciate  the 
continued  efforts  of  our  own  Congressman  Barrett  aimed  at 
addressing  inadequacies  in  the  insurance  industry.  I  believe  that 
insurance  reform  legislation  initially  proposed  by  him  is  presently 
pending  in  the  current  session  of  the  Wisconsin  legislature. 

We  are  very  pleased  that  this  Committee,  in  its  deliberations, 

has  come  to  Milwaukee  to  gather  testimony.    We  know  that  the 

Committee  is  aware  of  an  effort  underway  in  Milwaukee  to  obtain 

some  industry  reforms  through  litigation  which  is  presently  pending 

in  Federal  Court  here  in  the  Eastern  District  of  Wisconsin  in  the 

care  of  NAACP  et  al.,  vs.  American  Family  Mutual  Insurance  Co.   I 

am  one  member  of  a  team  of  lawyers  representing  plaintiffs  in  that 

case  and  my  comments  today  are  derived,  at  least  in  part,  from  my 

experience  and  involvement  in  that  matter. 

I .    Availability,  af f ordability  and  adequacy  of  insurance  in 
minority  neighborhoods  in  Milwaukee 

Recent  studies  show  that  97%  to  99%  of  homeowners  across  the 

nation  have  some  form  of  homeowner's  insurance.   It  is  significant, 

however,  that  recent  studies  also  show  approximately  90%  of  African 

Americans,  as  compared  to  3%  of  whites,  are  not  insured  by  private 

companies,  and  instead  must  obtain  insurance  through  some  version 

of  a  "fair"  plan.   Almost  all  fair  plan  policies  in  the  City  of 
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Milwaukee  (and  other  coiranunities  around  the  nation)  are  issued  in 

minority  areas.   There  is  clear  evidence  of  unwillingness  on  the 

part  of  agents  and  insurers  to  offer  the  same  level  of  services  and 

products  in  minority  neighborhoods  as  in  other  neighborhoods,  and 

that  the  products  available  in  minority  neighborhoods  are  inferior. 

So,   the  real   issue  has  changed  from  total  unavailability  of 

insurance  to  availability  of  quality  insurance  at  an  affordable 

price. 

II .   Adequacy   of   existing   law   to   remedy   discriminatory 
practices 

Existing  law  provides  very  limited  remedies  to  persons  who  are 

victims  of  discrimination  by  insurance  companies.   A  variety  of 

regulations,  of  varying  strength,  exist  among  the  various  states 

concerning  discrimination  by  insurance  companies.    Wisconsin's 

regulations  are  undoubtedly  some  of  the  most  protective  of  consumer 

interests  in  the  country.   For  example,  in  Wisconsin,  regulations 

explicitly  forbid  discrimination  on  the  basis  of  race,  on  the  basis 

of   age   of   the   dwelling   [check  this],   and  on  the   basis   of 

geographical  location  of  the  risk,  which  is  often  used  as  a  proxy 

for  race.   However,  in  the  case  currently  being  litigated  by  the 

NAACP  against  American  Family  Mutual  Insurance  Company,  the  federal 

district  court  in  Milwaukee  ruled  that  insurers  who  violate  these 

regulations  are  not  subject  to  suit  by  private  persons  who  are 

denied  insurance  because  of  their  race,  the  age  of  their  dwelling, 

or  the  location  of  their  property.    Thus,  a  consumer  has  no 

effective  remedy  for  redlining  under  state  law. 
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Federal  remedies  are  also  currently  inadequate.  The 
plaintiffs  in  the  NAACP  case  won  a  significant  victory  for  fair 
housing  by  obtaining  a  ruling  from  the  7th  Circuit  Court  of  Appeals 
in  Chicago  that  the  federal  Fair  Housing  Act  applies  to  insurance 
companies  as  well  as  to  realtors,  lenders,  and  other  actors  in  the 
real  estate  business.  Earlier  this  year,  the  United  States  Supreme 
Court  refused  to  hear  an  appeal  from  that  decision.  Thus,  in  this 
federal  circuit  at  least,  and  presumably  across  the  country, 
victims  of  insurance  redlining  have  some  means  to  challenge 
redlining  by  a  homeowners  insurer. 

However,  a  remedy  under  the  Fair  Housing  Act  provides  a  hollow 
hope  to  most  victims  of  redlining.  Importantly,  the  Fair  Housing 
Act  applies  only  to  the  provision  of  insurance  for  dwellings;  it 
does  not  address  auto  insurance  redlining,  which  affects  even 
larger  numbers  of  urban  consumers.  In  addition,  like  most  persons 
who  are  denied  credit,  most  persons  are  not  told  the  real  reasons 
for  an  insurer's  refusal  to  insure  or  a  decision  to  cancel 
insurance-  They  do  not  have  information  from  which  they  can 
determine  whether  a  pattern  of  discriminatory  conduct  is  occurring. 
They  do  not  have  the  resources  to  engage  in  significant  factual 
investigation  to  determine  the  common  practices  of  insurers  in 
their  location.  Thus,  current  laws  do  not  adequately  permit 
individual  consumers  to  evaluate  whether  redlining  is  occurring. 
Legislation  is  needed  to  inform  consumers  about  the  patterns  of 
insurance  activity  in  their  communities,  and  to  provide  a  means  of 
remedying  racially  discriminatory  patterns.   In  this  regard,  H.R. 
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1257  is  valuable  and  important  legislation  because,  to  the  extent 
that  it  introduces  the  idea  of  disclosure  at  the  Federal  level,  it 
provides  the  first  steps  necessary  for  an  analysis  of  industry 
practices  and  for  fashioning  additional  laws  to  remedy  unlawful 
discrimination . 

Ill-  The  Benefits  of  Disclosure  Under  HR  1257 

Proposed  HR  1257  will  fill  a  major  gap  in  existing  legislation 
by  requiring  insurers  to  disclose  information  regarding  their 
activity  in  particular  geographical  regions.  Without  such 
information,  consumers  cannot  begin  to  evaluate  insurers' 
compliance  with  laws  and  regulations  prohibiting  redlining. 

Several  aspects  of  HR  1257  are  critically  important.  First, 
it  is  important  that  insurers  be  required  to  disclose  information 
by  census  tract  rather  than  by  zip  code.  In  Wisconsin,  the 
Commissioner  of  Insurance  has,  for  several  years,  required  the 
largest  companies  doing  business  in  the  state  to  provide  quarterly 
reports  disclosing  homeowner's  insurance  activity  by  zip  code. 
While  this  information  is  helpful  in  creating  a  broad  view  of  the 
insurer's  market  activity  in  an  urban  area,  it  may  mask  the  racial 
effect  of  a  particular  insurer's  practices.  For  example,  a  zip 
code  may  consist  of  two  nearly  identical  contiguous  residential 
neighborhoods,  one  predominantly  white,  and  the  other  predominantly 
black.  If  an  insurer  did  a  large  business  in  the  white 
neighborhood,  and  no  business  in  the  black  neighborhood,  the 
statistical  evidence  for  the  zip  code  would  indicate  that  the 
insurer  was  doing  an  average  business  in  the  zip  code  as  a  whole, 
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masking  the  patently  discriminatory  practice. 

By  contrast,  the  census  tract  is  a  much  smaller  and  more 
discrete  geographical  unit.  Demographic  information  gathered  in 
the  decennial  census  permits  researchers  to  adjust  for  differences 
in  the  population  and  housing  characteristics  between  census 
tracts,  so  that  different  areas  may  be  more  effectively  compared. 
The  reporting  burden  on  the  insurers  will  not  be  significantly 
increased  by  altering  the  unit  of  comparison,  especially  in  light 
of  the  Secretary's  commitment  in  the  Act  to  provide  insurers  with 
address  conversion  software.  For  these  reasons,  the  census  tract  is 
far  preferable  to  zip  codes  as  the  unit  of  comparison. 

The  bill  delegates  authority  to  the  Secretary  of  HUD  to 
further  define  the  precise  data  which  will  be  collected  from 
insurers.  While  it  is  advisable  to  give  the  Secretary  some 
discretion  in  this  matter,  nevertheless,  it  is  important  to  make 
clear  the  basic  information  necessary  to  any  serious  regulatory 
effort. 

For  example,  Sec.  204(a)(1)  describes  reporting  requirements 
as  the  total  number  of  policies,  total  exposures,  total  premiums, 
and  total  cancellations  and  nonrenewals  by  designated  line  and 
geographical  area.  However,  it  would  be  extremely  critical  to  know 
the  underwriting  criteria  used  to  qualify  a  person  or  property  for 
insurance.  Without  an  understanding  of  the  criteria  employed  to 
accept  or  reject  a  risk,  consumers  cannot  evaluate  the 
justifications  for  denials  and  cancellations  of  insurance.  Many 
underwriting  criteria  may  be  based  upon  subjective  ideas  about  the 
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characteristics  of  groups  of  persons  which  have  not  in  any  way  been 
scientifically  tested.  Vague  and  subjective  criteria,  such  as 
evidence  of  "pride  of  ownership,"  are  often  used  to  disqualify 
otherwise  qualified  homeowners.  Similarly,  one's  credit  history 
may  be  used  to  disqualify  a  person,  even  though  that  credit  history 
includes  inaccuracies  or  misrepresentations  of  a  person's  ability 
to  pay,  and  even  thought  the  person  is  unaware  of  the  inaccuracies. 
In  addition,  it  would  also  be  critical  to  gather  the  following 
information  from  homeowners  insurers  by  census  tract; 

a)  the  number  of  applications  written;  this  would  assist  in 
determining  whether  agents  are  even  submitting  applications  on 
behalf  of  homeowners  in  the  region  or  whether  they  are  discouraging 
persons  from  even  applying  for  insurance;  insurers  could  also  be 
required  to  request  that  applicants  disclose  racial  characteristics 
and  gender; 

b)  the  number  of  policies  issued,  by  type  or  form  of  the 
policy;  this  would  assist  in  determining  whether  inferior  types  of 
policies  (higher  deductibles,  greater  exclusions  on  coverage, 
coverage  only  for  the  cost  of  repair,  as  opposed  to  the  cost  of 
replacement,  etc.)  are  being  sold  in  particular  neighborhoods; 

c)  the  reasons  given  for  cancellation  and/or  nonrenewal; 
this  would  uncover  patterns  of  use  of  improper  or  unjustified 
underwriting  criteria; 

d)  with  respect  to  aggregate  loss  data,  losses  should  be 
itemized  by  the  covered  peril  (such  as  water,  wind,  fire,  theft, 
etc.);   this   will   enable   consumers   to   evaluate   whether   the 
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underwriting  criteria  and  rates  for  various  kinds  of  coverage  are 
rationally  related  to  the  risk  of  insuring  for  that  peril  in  the 
community. 

Further  comments; 

§204 (c)  -  Opportunity  is  afforded  to  insurers  in  this  section 
to  protect  information  entitled  to  protection  as  "trade  secrets." 
An  opportunity  should  exist  for  consumers  to  challenge  this 
designation,  so  that  an  insurer's  efforts  to  utilize  this  section 
to  hide  information  indicative  of  discriminatory  practices  is  not 
aided. 

§213(a)(2)  -  timing  of  availability  of  information: 

As  drafted,  the  bill  appears  to  permit  the  Secretary  to 
withhold  all  information  submitted  by  insurers  from  the  public  for 
a  minimum  of  nine  months,  and  for  longer,  if  the  information  to  be 
reported  by  the  Secretary  is  not  available  in  its  entirety.  This 
unnecessarily  frustrates  private  enforcement  efforts.  Information 
should  be  available  under  the  general  provisions  of  the  Freedom  of 
Information  Act  -  within  a  reasonable  time  after  a  request  is  made. 
There  is  no  reason  to  delay  private  enforcement  efforts  because  of 
delays  caused  by  governmental  (or  perhaps  caused  by  insurers 
themselves  in  failing  to  provide  data  on  a  timely  basis). 
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U.S.  House  of  Representatives 

Subcommittee  on  Consumer  Credit  and  Insurance 

My  name  is  Dale  Latus ,  I  own  and  run  an  insurance  business  at 
5232  W.  Oklahoma  Ave.  in  Milwaukee.   I  presently  reside  at 
5339  W.  Coldspring  Rd..  in  Greenfield,  Wisconsin.   I've  been 
an  agent  in  the  Milwaukee  area  for  over  20  years.   I  spent 
the  first  Seventeen  of  those  years  with  American  Family 
Insurance. 

My  pre-high  school  years  were  spent  at  Dover  Street  grade 
school,  Frische  junior  high  and  graduated  in  1968  from 
Waterford  High.   I  participated  in  baseball,  football, 
basketball  and  track.   Received  conference  mention  in 
football  and  helped  our  basketball  team  as  a  starter  rank 
20th  in  the  state  of  Wisconsin  in  1967.   I  spent  1968-1970  at 
Spencerian  Business  College.   I  then  took  a  job  position  at 
Marquette  Cement  Company  in  Milwaukee  until  1974  when  I  was 
recruited  by  American  Family  Insurance  to  be  one  of  their 
Milwaukee  Insurance  agents. 

My  first  child  is  a  girl,  born  July  16,  1970  named  Michelle. 
My  second  and  last  child  is  a  boy,  born  October  10,  1976 
named  Damon. 

My  Career  with  American  Family  started  by  my  District  Manager 
at  the  time  telling  me  that  if  I  worked  hard  for  five  years, 
I  could  expect  a  life  time  of  financial  results  along  with 
freedom  of  hours  from  employment,  take  vacations  whenever  I 
wanted  to,  build  a  new  house  and  own  nice  cars.   Well  I 
listened  and  had  a  very  enjoyable  career  up  until  November 
26,  1990  when  I  lost  my  agents  career  position  with  this 
company.   My  career  however  did  start  off  with  a  so  called 
bang.   I  was  Wisconsin  East  Agent  Rookie  of  the  Year.   I  had 
not  only  out  produced  all  new  agents,  but  had  written  more 
life  insurance  than  any  other  veteran  agent  that  year  in 
Wisconsin  East.   I  loved  the  business!   And  I  enjoyed  helping 
those  who  called  on  me.   My  career  started  by  American  Family 
allowing  me  to  secure  225  accounts  and  in  17  years  I  built 
the  accounts  up  to  3,450.   My  volume  of  premium  from 
approximately  $30,000  to  $1.5  million.   I  was  considered  one 
of  the  companies  fastest  growing  agents. 

I  spent  five  days  a  week  in  the  office  plus  four  nights  per 
week  on  appointments  and  Saturday  mornings  at  the  office  to 
build  this  agency  for  myself  and  my  family's  financial 
welfare.   I  was  told  from  the  very  beginning  by  Casey 
Lucchesi ,  District  Manager,  that  X  was  a  career  agent  and  I 
could  retire  from  this  position  with  American  Fzunily 
Insurance. 
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Below  is  a  list  of  my  most  honorable  accomplishments  during 
my  17  years  with  American  Family  Insurance: 

1.  Rookie  of  the  Year 

2.  Agent  of  the  Year  (eight  times) 

3.  Most  applications  in  the  district  (15  years  in  a  row) 

4.  Top  3  in  Life  Production  in  the  district  (17  years) 

5.  Agent  of  the  Month  Crusade  (40  times) 

6.  Out  produced  all  Wisconsin  Agents  three  different  times 

7.  Top  100  of  the  entire  company  in  productivity  in  1982 

8.  Finished  5th  out  of  3,500  agents  in  May  1984  in 
production 

9.  Finished  first  in  1987  in  life  production 

10.  Finished  first  in  health,  casualty  and  property  lines 
in  1988 

11.  Won  the  Spring  Convention  lOOO  Pt.  club  award  in  1989 

12.  Finished  7th  in  American  Standard  Business  in  1989 

I  was  for  17  years  and  still  remain  after  three  years  of  not 
being  with  the  Company  District  36  only  Hall  of  Fame  Agent. 
I  still  remain  Casey  Lucchessi's  only  Hall  of  Fame  Agent  in 
his  27  year  career. 

In  January  of  1989  I  was  invited  to  attend  a  company  meeting. 
The  reason  1  was  invited  was  because  I  had  been  the  Agent  of 
the  Year  award  winner  the  previous  year.   So  with  this  type 
of  production,  my  ideas  and  thoughts  would  be  shared  with 
those  in  the  conference  room.   Those  in  attendance  were  ten 
other  Agent  of  the  Year  award  winners.  State  Director  Jerry 
Cutsforth,  Regional  Vice  President  James  Johnson  and  Eleven 
District  Managers. 

During  this  meeting  the  issue  of  the  Milwaukee  Yellow  Pages 
came  up  for  discussion  by  Mr.  Johnson,  he  had  instructed  that 
all  the  agents  were  to  pull  out  our  Milwaukee  Yellow  Page 
ads.   We,  by  the  way  pay  for  the  ads  entirely  ourselves.   He 
personally  indicated  to  me  that  if  I  did  not  pull  my  yellow 
page  ad  out  that  he  would  deal  with  me  on  a  one  to  one  basis 
down  the  road.   Well,  he  did.   He  had  my  contract  with 
American  Family  terminated  on  November  30,  1990. 

The  business  for  the  most  part,  generated  from  the  yellow 
page  ads,  as  a  point  of  interest,  was  nearly  100%  of  the 
African-American  race. 

Mr.  Johnson  obviously  did  not  approve  of  this  type  of 
business.   In  July  that  sane  year  (1989)  I  was  called  to  the 
State  Directors  office  by  Jerry  Cutsforth.   He  told  me  behind 
closed  doors  along  with  Casey  Lucchessi  that  the  business 
that  was  being  referred  to  me  through  some  of  the  automobile 
dealerships  was  unacceptable. 
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His  quote  was  "We  don't  like  this  kind  of  business."  He 
then  went  on  to  advise  me  that  he  was  trying  to  save  my  job. 
This  business  that  Mr.  Cutsforth  did  not  like  was  99% 
African-American.   Other  examples  of  American  Family's  lack 
of  production  on  the  north-side  of  the  city  of  Milwaukee 
consists  of  not  accepting  a  homeowners  application  due  to 
some  shingles  missing  on  the  roof.   One  property  was  too 
close  to  another.   Others  were  rejected  they  said  due  to  lack 
of  paint. 

My  contract  was  terminated  by  Johnson  &  Cutsforth  on  November 
30,  1990.  I  was  told  by  Luchessi  &  Cutsforth  the  morning  of 
November  26,  1990  at  9:20  a.m..  The  two  of  them  walked  into 
ray  office  and  within  two  minutes  they  had  taken  my  career  and 
tossed  it  after  17  years  of  loyal  service,  only  because  I  was 
vnriting  business  from  the  north-side  of  Milwaukee.  Of  course 
they  will  tell  you  it  is  for  a  different  reason. 

I  should  have  been  entitled  to  a  review  hearing  per  company 
guidelines.   I  sent  a  two  page  letter  (item  2)  to  Jack  Chopp, 
he  was  the  chairman  of  the  Board  of  Appeals.   My  two  page 
letter  was  answered  with  a  four  line  paragraph  telling  me  the 
termination  would  stand  without  a  hearing  (item  3).   At  the 
time  that  Mr.  Cutsforth  told  me  of  not  liking  this  type  of 
business,  I  was  leading  the  state  in  American  standard 
production  which  consisted  of  a  good  percentage  of  the 
business  from  the  dealerships.   Once  again,  this  referral 
business  was  approximately  99%  African-American. 

When  I  was  terminated  in  November  of  1990,  I  was  one  of  the 
leading  agents  in  the  company.   As  a  result  of  my  position 
ending  in  1990,  my  income  dropped  67%,  I  had  to  re-mortgage 
my  home,  sold  my  car,  my  daughter  was  unable  to  return  to 
college  due  to  lack  of  funds,  and  my  wife  and  I  got  a  divorce 
in  May  1993. 

As  of  January  1991,  James  Johnson's  position  has  been 
replaced  by  a  new  Regional  Vice-President. 

A  couple  of  last  comments  pertaining  to  Insurance  Agents. 
The  State  of  Wisconsin  Fair  Dealership  Laws  excludes 
Insurance  Agents  (Item  #4).   This  is  a  copy  of  the  letter 
that  Mrs.  Latus,  at  the  time,  sent  to  the  State  Assemblymen 
Joseph  Czarnecki  (Item  ifS)   and  Assembly  Majority  Leader  Ton 
Hauke  replied. 

I  would  like  to  thank  you  very  much  for  taking  the  time  out 
of  your  busy  schedules  to  read  my  testimony.  It  means  alot 
to  me. 


Since 


Latus 
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December  4,  1990     '^ 

Mr  .  Jack  Chopp 

Board  of  Appeals  of  Agent  Termination 

Dear  Jack: 

Per  the  letter  dated  November  29,  1990  from  Christopher 
Spencer,  I  am  enclosing  additional  information  for  your 
consideration  in  the  review  of  the  termination  of  my  Agent's 
agreement.   I  requested  a  review  of  my  file  with  Casey 
Lucchesi.   He  informed  me  that  the  file  was  in  Madison 
and  he  would  obtain  it  as  soon  as  possible.   On  Friday, 
he  informed  me  that  the  file  contained  only  two  cases 
and  that  the  review  would  only  consider  these  two  cases. 
Therefore,  I  will  concentrate  on  these  two  cases. 

However,  before  I  go  into  these  cases,  I  would  like  to 

give  you  some  background  in  my  career  as  an  American  Family 

Insurance  agent.   In  1976,  I  won  Rookie  of  the  Year  honors 

in  my  state.   Also  in  that  same  year,  I  won  the  state 

life  production  award.   Eight  times  out  of  fourteen  I 

have  won  the  District  Agent  of  the  Year  award.   I  also 

believe  that  I  had  an  opportunity  to  win  it  again  this 

year.   I  have  finished  first  in  application  production 

in  my  district  fifteen  years  in  a  row.   I  have  finished 

in  the  top  three  in  the  district  in  life  production  in 

all  fifteen  years.   I  finished  first  in  app  count  in  the 

district  in  1987  in  property,  casualty,  health  and  life 

production  lines.   I  also  won  Agent  of  the  Month  award 

nearly  40  times  in  fifteen  years.   I  was  Drummer  of  the 

Month  in  Wisconsin  East  three  times.   I  was  first  in  life 

state-wide  in  1986  in  the  Life  Campaign.   In  1982,  I  finished 

in  the  "Bob  Koch"  Top  100  Club  of  the  entire  company. 

In  May  of  1984,  I  finished  the  month  in  the  fifth  spot 

in  the  entire  company  in  productivity.   In  1980,  I  finished 

first  in  the  state  spring  convention.   In  1983,  I  also 

finished  first  in  apps  at  the  state  spring  convention. 

In  1977,  I  finished  first  in  life  production  at  the  state 

spring  convention.   In  1984,  I  finished  first  in  life 

production  for  my  district.   In  1988,  I  won  the  first 

place  honors  for  health,  casualty  and  property  lines  for 

the  most  production  in  my  district.   In  the  1987  Wisconsin 

East  life  leaders  campaign,  I  finished  first  state-wide 

and  we  v;ent  to  the  Eagle  Ridge  Resort  for  an  outing. 

In  1989,  I  won  the  James  Johnson  1000  Point  Club  award 

at  the  spring  convention.   I  have  also  won  quarterly  bonuses. 

I  have  also  received  the  prestigious  1000  app  plaque  for 

my  1988  production.   Last  year,  I  finished  in  the  top 

ten  in  American  Standard  business  in  the  company.   I  have 
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made  fourteen  straight  All  American  Campaigns.   I  made 

my  tenth  in  a  rov;  for  the  Hall  of  Fame  honors  during  the 

Hawaii  Campaign.  This  campaign  that  I  was  working  toward 

would  be  my  fifteenth  Hall  of  Fame  year.   It  was  to  be 

Hawaii  also. 

As  you  can  see,  I  am  proud  of  my  career  as  an  American 

Family  Insurance  agent.   I  believe  that  it  is  a  good  career. 

I  would  also  like  to  give  some  insight  in  the  two  cases 
that  Jerry  Cutsforth  and  Casey  Lucchesi  brought  to  my 
attention  on  November  25th.   According  to  Jerry  and  Casey 
on  that  day,  these  are  the  cases  that  led  them  to  terminate 
my  contract.   This  is  confirmed  by  my  telephone  conversation 
with  Casey  on  November  30th.   Prior  to  November  26th, 
no  one  asked  me  for  any  facts  or  information  relative 
to  these  cases.   I  was  never  advised  that  these  cases 
were  even  a  problem  until  November  26,  1990. 

The  first  of  the  two  cases  involves  a  client  of  mine  who 
was  involved  in  his  third  accident  in  seven  years.   This 
occurred  a  couple  months  ago.   I  spoke  with  my  client 
about  his  driving  habits.   I  also  told  him  that  we  should 
set  up  an  appointment  to  review  his  file.   When  we  met, 
I  explained  that  we  have  certain  underwriting  guidelines 
in  American  Family.   I  explained  that  in  all  probability, 
he  would  be  cancelled  at  the  end  of  the  policy  period. 
To  avoid  a  cancellation,  we  could  rewrite  his  policy  in 
American  Standard.   I  gave  him  the  new  rates.   He  understood 
and  decided  to  rewrite  the  policy.   He  signed  the  application 
for  which  I  have  a  copy.   He  understood  the  change.   My 
secretary  was  present  during  this  meeting  and  can  attest 
to  this.   This  is  a  practice  that  the  underwriting  department 
has  taught  to  agents  in  the  field  a  long  time  ago.   That 
practice  is  to  rewrite  a  policy  ourselves  mid-term  if 
we  do  it  with  the  client's  knowledge.   I  spoke  with  a 
twenty-some  year  All  American  agent  last  week  and  he  said 
that  his  underwriter  has  encouraged  this  practice  also. 
If  reinstated  to  my  agency,  I  will  discontinue  this  practice. 

The  second  file  is  concerning  an  auto  policy  that  I  wrote 
on  May  30,  1990  at  approximately  5:30  PM.   This  woman 
is  an  acquaintance  of  mine  that  I  met  last  year  when  I 
wrote  a  local  union  office.   She  is  a  pension  clerk  there. 
This  client  is  age  55  and  had  just  gotten  her  driver's 
license  for  the  first  time  two  months  prior  to  my  writing 
the  application.   I  felt  that  she  probably  deserved  the 
Family  rates,  but  underwriting  has  the  four  year  inexperience 
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In  summary,  I  believe  that  when  you  weigh  my  fifteen  year 
career  against  these  cases,  they  underscore  that  I  have 
been  a  good  agent  and  will  continue  to  be  a  good  agent. 


Sincer 


Dal 


Latus 


Tft 
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November  28,  1990 


Mr.  Jack  Chopp 

Board  of  Appeals  of  Agent  Termination 

Dear  Jack: 

In  accordance  with  the  termination  review  procedure  guidelines,  I 
am  requesting  that  the  Appeals  Board  formally  review  the  notice 
which  I  received  from  my  District  Manager  terminating  my  agency 
as  of  November  30,  1990. 

On  Monday  I  had  a  conversation  with  Jim  Johnson.   In  that 
conversation,  I  was  advised  that  he  and  Jerry  Cutsforth  had 
compiled  a  file  on  my  agency  during  the  past  two  years,  and  that 
my  termination  was  based  on  the  information  contained  in  that 
file.   Unfortunately,  I  have  not  had  an  opportunity  to  review  the 
file,  and  therefore,  it  is  difficult,  if  not  impossible,  for  me 
to  respond  to  the  allegations  that  have  been  made  against  my 
agency  at  this  time.   I  will  contact  my  District  Manager  and  ask 
for  an  opportunity  to  review  the  file  before  the  termination 
hearing . 

As  I  write  this  letter,  I  am  hopeful  and  confident  that  each  and 
every  "problem  situation"  can  be  satisfactorily  explained  at  the 
review  hearing. 

I  am  also  hopeful  and  confident  that  my  service  to  the  Company 
during  these  past  15  years  will  be  taken  into  consideration  by 
the  Appeals  Board. 

In  order  to  prepare  for  the  hearing,  I  will  need  to  have  access 
to  my  files.  In  reviewing  the  contract,  I  note  that  I  have  ten 
days  from  the  termination  date  of  November  30,  1990  in  which  to 
turn  these  files  over  to  the  Company.  Therefore,  I  will  retain 
these  files  during  that  period  of  time  so  that  I  can  better 
prepare  myself  for  the  hearing. 

In  the  conversation  I  had  with  Jim  Johnson  on  Monday,  he  told  me 
that  he  and  Jerry  Cutsforth  had  already  made  up  their  minds 
regarding  my  termination.   He  said  that  the  two  of  them  would  not 
change  their  minds  and  reinstate  my  agency  with  the  Company.   I 
realize  that  Jim  Johnson  is  on  the  Board  of  Appeals.   His 
Statements  to  me  would  indicate  that  he  has  already  prejudged  my 
situation  even  before  the  Appeals  Board  meets.   In  fairness  to 
myself,  and  to  the  Company,  if  Jim  has  prejudged  my  situation,  I 
believe  he  should  be  excused  from  participating  on  the  Appeals 
Board . 
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I  would  also  like  to  submit  to  the  Appeals  Board  at  the  time  of 
the  hearing  numerous  reports  and  items  that  I  have  compiled  over 
the  years  which  indicate  my  service  to  the  Company  and  my  sales, 
efforts . 

I  am  confident  that  once  I  get  an  opportunity  to  review  the  file, 
and  to  answer  the  allegations  that  have  been  brought  against  me, 
the  Appeals  Board  will  agree  that  the  decision  to  terminate  my 
agency  must  be  overturned. 

Respectfully  submitted, 


Dale  G.  Latus 


cc:   Clayton  Nelson 
Jim  Johnson 
Jerry  Cutsforth 
Casey  Lucchesi 
Harvey  Pierce 
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JACK  L  CHOPP 

Vice  PnesiofNi  marketing 


December  11,  1990 


Dale  G.  Latus 

5339  West  Cold  Spring  Road 

Greenfield,  WI  53220 


RE:   Termination  Review 
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Dear  Mr.    Latus: 


At  your  request,  I  have  reviewed  the  termination  of  your  Agent's 
Agreement  with  American  Family. 

I  am  recommending  to  the  Regional  Vice  President,  James  Johnson 
that  the  termination  stand  as  previously  approved. 


'"Vice  President,  Marketing 


JLC/mks 

cc:   James  Johnson 

Wisconsin  Regional  Vice  President 
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January  9,  1991 

Mr.  Thomas  Hauke 
P.  0.  Box  8952 
State  Capitol 
Madison,  WI  53708 

Dear  Mr.  Hauke: 

My  husband  and  I  are  in  your  district.  My  husband  was  an 
insurance  agent  for  American  Family  Insurance  for  sixteen 
years.  This  was  to  be  a  career  for  my  husband.  He  fully 
intended  to  be  an  agent  for  American  Family  Insurance 
until  retirement.  He  was  24  years  old  when  he  started  with 
this  company  as  an  agent.  He  was  a  good  aqent  and  earned 
high  honors  within  the  company  for  sales  and  persistency. 
The  reason  for  termination  is  apparently  political  but  at 
this  stage  of  the  game  is  also  irrelevant. 

Suddenly,  on  11-30-90,  his  contract  was  terminated  with 
American  Family.   This  was  done  by  them  without  warning  or 
notice . 

We  soon  found  out  that  according  to  the  Wisconsin  Fair 
Dealership  Law,  s.  135.07(2),  Wis.  Stat.,  the  insurance 
industry  enjoys  an  exemption  from  laws  which  require  notice 
and  good  cause  for  others  under  contract.   After  contacting 
an  attorney,  we  found  out  that  we  do  not  even  have  legal 
recourse  against  American  Family  Insurance  because  of  this 
law.   The  law  has  been  challenged  in  court  and  the  insurance 
companies  win.   The  Wisconsin  Supreme  Court  has  declined  to 
Wear  these  cases. 


This  law  should  be  changed.   The  letter  enclosed  from  Robert 

D.  Haase,  Commissioner  of  Insurance,  is  misleading.   An 

independent  insurance  agent  is  free  to  work  for 

another  insurance  company  or  agent  as  he  states.   However, 

a  "captive"  insurance  agent  is  not  free  to  do  the  same. 

A  "captive"  agent  is  one  who  works  for  only  one  company  by 

contract.   Examples  of  captive  agents  are  the  ones  who  work 

for  American  Family,  State  Farm,  Allstate,  etc. 

ts  are  almost  always  independent 
r'  own  expenses  and  self  employment 

receive  no  fringe  benefits  such 
ion  rights,  workmans  compensation. 
In  addition,  virtually  all 

agent  and  an  insurance  company 
ment .   These  agents  are  deprived 

husband  was  24  years  old  when 
e  non-compete  was  not  a  concern, 
lieved  that  he  would  be  an 


By 

contract , 

insurance 

at 

xa<i. 

contractors . 

They  pay 

t 

W^ 

tax  (social 

security )  . 

^ 

as 

insurance 

coverage , 

Pi 

ats 

or 

unemployment  benefi' 

ts 

, 

contracts  between  a  capt: 

ive 

contain  a  non-compete  agi 

ree: 

of 

economic 

livelihood 

My 

he 

signed  his  contract 

Th' 

He 

was  young 

and  naively 

be 

agent  for  th 

em  forever 

68 


Not  only  was  he  terminated  without  notice  or  due  cause  or 
due  process  but  because  he  is  an  independent  contractor  and 
pays  all  of  his  own  expenses,  he  has  all  his  fixed  costs  to 
pay  such  as  an  office  lease,  utilities,  telephone,  etc. 
And  this  insurance  company  threatens  him  with  this  non-compete 
agreement.   Our  household  finances  are  been  turned  upside 
down  with  no  legal  recourse  available  to  us.   He  is  40 
years  old  and  all  he  knows  is  insurance. 

This  law  needs  to  be  changed.   It  is  too  late  for  my  husband 
but  there  are  thousands  of  other  agents  that  can  be  helped. 
No  one  should  be  able  to  take  your  livelihood  away  and 
then  hold  a  non-compete  over  your  head  without  some  warning 
or  notice  or  due  cause.   If  that  insurance  company  does  not 
like  the  way  that  you  wear  your  hair  that  day,  they  can 
terminate  your  contract  and  they  have  nothing  to  lose. 

I  have  spoken  to  several  agents  over  the  last  six  weeks  and 
they  are  too  frightened  to  even  write  to  their  state 
representatives  about  this  law  for  fear  of  retribution. 
The  captive  agent  needs  your  help.   The  law  needs  to  be 
changed  to  require  the  insurance  company  upon  termination  of 
a  contract  to  give  sufficient  notice,  due  cause  or  possibly 
have  an  independent  arbitration/appeal  board.   Another  option 
would  be  to  make  captive  insurance  agents  employees  of  the 
insurance  companies  which  they  really  are  already. 

Joseph  F.  Andrea  and  Cloyd  Porter  are  aware  of  this  problem 
as  you  can  see  by  the  enclosed  letters.   An  insurance  agent 
named  George  Hendricks  is  in  the  process  of  contacting 
Peter  Bock,  Peggy  Rosenzweig,  and  Margaret  Farrow  about  this 
problem. 

I  would  appreciate  your  help  in  this  matter  and  if  I  can 
supply  anymore  information,  please  contact  me. 


Sincerely , 


Marilyn  Latus 

5339  West  Coldspring  Road 

Greenfield,  WI  53220 

Enc 

cc :   Joseph  F.  Andrea 
State  Senator 
Cloyd  A.  Porter 
State  Representative 
Douglas  Noble 
Kenosha  County  Supervisor 
George  Hendricks 
American  Family  Agent 
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January    16,    1991 
Assembly  Majority  Leader 

Tom  Hauke 

Wisconsin  Lcgisl.ilurc 

Ms.  Marilyn  Latus 

5339  West  Coldspring  Road 

Greenfield,  WI   53220 

Dear  Ms .  Latus : 

Thank  you  for  your  letter  of  January  9 .   I  appreciated  hearing 
of  your  husband's  experience  and  your  comments  on  the  Fair 
Dealership  Law. 

You  may  not  be  aware  that  I  authored  the  Fair  Dealership  Law 
during  the  1973-74  Session  of  the  Legislature.   The  intent  of  this 
law  was  to  protect  Wisconsin  dealerships  from  being  coerced  by 
national  companies.   These  dealers  typically  own  buildings  and 
inventory  that  run  into  the  hundreds  and  thousands  of  dollars.    The 
law  was  never  intended  to  cover  the  fact  situation  that  your  husband 
finds  himself  in.   Wisconsin  has  never  guaranteed  jobs  for  employes 
or  independent  contractors.   An  independent  contractor  or  employe  in 
most  cases  can  be  fired  at  will,  just  as  that  independent  contractor 
or  employe  can  quit  providing  services  as  they  see  fit. 

Restrictive  covenants  are  strictly  construed  as  far  as 
duration,  activity  and  territory  are  concerned.    A  non-co:'.pete 
clause  signed  16  years  ago  may  be  too  broad  to  be  e.nf creed  today. 

I've  always  been  in  favor  of  expanding  the  scope  of  the 
Wisconsin  Fair  Dealership  Law,  but  knowing  its  history,  :t  would  be 
very  dif'.'icult  to  guarantee  all  jobs  in  Wisconsin. 

I'm  sorry  I  cannot  be  more  encouraging.   If  you  havv  any 
further  questions,  please  feel  free  to  contact  me. 

Sincerely,         "__     '  ^ 

THOMAS  A.  HAUKE 
State  Representative 
23rd  Assembly  District 

TAH : nam 
''20  West,  Slate  Cipilol 

.O^  Box  8952 
MadiMMi,  Wl  3.^70^ 
(60S)  2(xi-2-101 
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Room  415,  100  Nonh  Hamilloir 

PO  Boi  8<>5.1 

Madison,  Wisconsin  53TD8 

(608)  266-2530 

HOTLINE  TOLL  FREE 

1  80OO62  9696 

8  30  a  m    lo  5  00  p  m 

FAX  Number    (608)  266-7038 


December    7,    1990 


CLOYD  A.  PORTER 

State  Representative  —  66ih  Di\ir 


HOME 

28127  Uuraiul  Avenue 

Burlingtnn,  Wuconsin  53105 

TEl.tPHONE 

(4141  763-6827 
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Douglas  Noble 
11111  84th  Street 
Kenosha,  Wisconsin  53142 

Dear  Douglas: 

My  office  contactecd  Peter  Cannon,  Analyst  for  the  Legislative 
Reference  Bureau,  to  seek  information  as  to  why  insurance  agents 
are  exempted  from  coverage  under  Chapter  135. 

According  to  the  information  Peter  obtained,  an  amendment  to  1975 
Senate  Bill  16  from  Senators  Thompson  and  Krueger  created  s.  135.07 
-  Nonapplicability,  which  excluded  the  insurance  buaineae  from 
applicability  under  Chapter  135. 

We  could  not  find  any  written  justification  or  purpose  for  their 
amendment  to  exclude  the  insurance  businesa  from  applicability. 

Hopefully,  the  Insurance  Commissioner's  Office  can  be  of  help  to 
Dale. 


Please  keep  Joe  and  me  informed  as  to  what  is  happening;  perhaps 
it  would  be  in^ Bale's  interest  were  he  to  contact  us  directly. 

Sincerely 


CAP:  jfns 

cc:   Senator  Joseph  Andrea 
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TESTIMONY  OF  ERIC  EMOLUND,  PRESIDENT 
'•n-l     :    ..-         WISCONSIN  INSURANCE  ALLIANCE 
7  A  ■'."':      "-'■  i  -!t<  --(-:,!  BEFORE  THE 

SUBCOMMITTEE  ON  CONSUMER  CREDIT  AND  INSURANCE  OF  THE  UNITED  STATES 

HOUSE  OF  REPRESENTATIVES 
*?  "     COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 

JANUARY  4,  1994 

AVAILABILITY,  AFFORDABILITY  AND  ADEQUACY  OF  PROPERTY  AND  CASUALTY 

INSURANCE  IN  MILWAUKEE 

Mr.  Chairman  and  members  of  the  Subcommittee,  my  name  is 
Eric  Englund.   I  am  President  of  the  Wisconsin  Insurance  Alliance, 
a  trade  association  of  property  and  casualty  insurance  companies 
domiciled  in  Wisconsin.  (See  Exhibit  A  for  list  of  member 
companies) .   On  behalf  of  those  companies,  we  appreciate  the 
opportunity  to  express  our  views. 

At  the  outset,  let  me  say  that  in  the  lexicon  of  the 
Wisconsin  insurance  industry  there  are  few  words  more  despicable 
and  ugly  than  racism.   From  an  insurance  perspective,  it  has  no 
place  in  the  multitude  of  activities  that  make  up  the  pricing, 
sales  and  service  of  our  products,  be  they  homeowners,  auto, 
workers'  compensation  or  business  property  and  casualty 
insurances. 

In  preparation  for  this  very  short  appearance  before  you 
today,  we've  taken  the  time  to  review  the  transcript  of  past 
testimony  before  your  Subcommittee.   While  that  testimony 
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certainly  represents  a  diversity  of  opinion,  previous  speakers 
representing  the  insurance  industry  have  discussed  in  detail  the 
nature  of  the  property  and  casualty  insurance  mechanism  and  how  it 
strives  to  price,  sell  and  service  its  product  in  a  way  which  is 
color-blind.   I  won't  bore  you  with  repeating  that  explanation, 
but,  instead,  attempt  to  specifically  address  the  several  issues 
raised  in  your  letter  of  invitation  to  testify. 

AVAIIABILITY/AFPORDABILITY/ADEQDACY 
You  asked  for  views  on  the  availability,  af fordability  and 
adequacy  of  insurance  in  minority  neighborhoods  in  Milwaukee. 
Here's  my  report: 

(1)  Homeowners'  insurance  is  available,  affordable  and 
adequate  for  all  but  the  most  degenerated  and 

dilapidated  housing  units  in  Milwaukee  and  is  color- 
blind.  I  know  this  statement  flies  in  the  face  of 
those  who  consistently  criticize  our  industry  in  this 
arena . . . but  the  facts  are  there  and  I  encourage  you  and 
committee  staff  to  look  at  those  facts  and  figures.   In 
fact  I  feel  so  strongly  on  this  point,  I  will  repeat 
myself .. .homeowners'  insurance  is  available,  affordable 
and  adequate  for  all  but  the  most  degenerated  and 
dilapidated  housing  in  Milwaukee's  inner  city.   I've 
attached  to  my  testimony  a  very  thoughtful  study 
documenting  this  conclusion.   (Exhibit  B) 

(2)  Automobile  insurance  is  available  and  adequate  in 
minority  neighborhoods  in  Milwaukee,  but,  as 
Congressman  Barrett  is  fully  aware,  is  becoming  a 
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problem  in  terms  of  its  af fordability.   This  problem  of 
af fordability  is  associated  with  the  frequency  and 
severity  of  claims  occurring  in  those  neighborhoods. 
The  cost  of  insurance  in  those  neighborhoods  can  be 
three  times  as  high  as  some  of  the  rural  portions  of 
our  state  and  is  of  growing  concern  to  inner  city 
residents  and  the  insurance  industry.   We  have 
examined  the  numbers  associated  with  pricing  and  find 
that  the  pricing  of  auto  insurance  in  the  inner  city  is 
in  direct  relationship  to  higher  risks  ...and  are  not  a 
function  of  an  industry  that  is  racist. 
(3)   The  variety  of  property,  casualty  and  workers'  '■ 
compensation  insurances  that  are  necessary  to  run 
businesses  in  the  inner  city  are  available,  affordable 
and  adequate  for  entrepreneurs  in  minority 
neighborhoods. 
With  that  fairly  positive  report  I  nust  also  note  some 
concerns.   There  are  two  subsets  of  problems  that  adversely  affect 
the  availability  and  af fordability  of  insurance  for  those  living 
in  urban  neighborhoods  and  cause  what  Jesse  Jackson  has  termed 
"illusory  racism"  in  our  industry.   Those  subsets  break  down  into 
societal  issues  and  insurance  issues. 

The  societal  issues  are  those  that  seem  to  grace  the  front 
page  of  our  newspapers  and  the  lead  stories  in  the  electronic 
media  on  a  daily  basis.   The  tragedies  of  human  behavior  in  our 
urban  centers,  be  it  with  guns,  drugs,  carjacking,  or  other  types 
of  antisocial  behavior  convert  to  increased  insurance  claims  which 
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converts  to  higher  premiums  for  those  who  live  in  those 
neighborhoods.   These  societal  misbehaviors  do  cause  many  of  our 
products  to  be  priced  higher  in  urban  areas  than  in  suburban  and 
rural  areas.   Please  keep  in  mind  that  insurance,  by  definition, 
charges  more  for  its  product  when  claims  are  higher.   The 
challenge  to  our  society  is  to  focus  upon  the  real  issues  that 
include  police  response  time,  arson,  gangs,  guns,  random  violence, 
theft  and  other  tragedies  that  appear  to  more  and  more  confront 
contemporary  society. . .especially  urban  areas.   Until  we  turn  the 
corner  in  confronting  those  problems  there  will  be  a 
differentiation  in  the  cost  of  many  of  our  products  that  are  sold 
in  urban  America. 

A  second  subset  of  challenges  are  those  that  point 
specifically  to  the  property  and  casualty  insurance  industry  here 
in  Milwaukee.   Those  challenges  include: 

Further  education  of  underwriters  regarding  urban  markets 
-  Further  scrutiny  of  state  mandated  zip  code  data  which 
analyzes  marketshare  participation  by  major  writers  of 
property  and  casualty  insurance  for  auto  and  homeowners' 
insurance 

Continued  consumer  outreach  educating  people  regarding 
insurance  and  their  rights  as  consumers 
Continued  monitoring  of  minimum  limits  practices  by 
insurance  companies  relative  to  homeowners 
Further  evaluation  of  the  evolution  of  auto  insurance 
rating  territories  to  determine  whether  there  are  better 
public  policy  alternatives  to  the  status  quo 
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DOES  REDLINING  EXIST? 
You  asked  whether  or  not  redlining  exists  in  the  insurance 
industry.   I've  spent  ten  years  trying  to  understand  how  this 
industry  prices,  sells  and  services  its  products,  and  racism  is 
certainly  not  a  common  denominator.   Institutionally  the  Wisconsin 
property  and  casualty  and  insurance  industry  does  not  discriminate 
on  the  basis  of  race.   It  discriminates  on  the  basis  of  risk  and, 
as  I  previously  indicated,  that  type  of  lawful  discrimination  is 
the  heart  and  soul  of  the  insurance  industry.      i- 

Don't  get  me  wrong,  there  are  racists  in  this  industry, 
just  like  there  are  throughout  society.   It  is  this  industry's 
challenge  to  continue  to  evolve  in  ridding  itself  of  those 
individuals  who  cast  such  a  ugly  pallor  over  all  of  us.   But 
that's  different.   That  type  of  individual  behavior  exists 
throughout  contemporary  society  and  does  not  reflect  institutional 
behavior  on  the  part  of  the  insurance  industry.  .   •  . 

FAIR  HODSING  ACT 
Thirdly,  you  asked  for  information  regarding  the  application 
of  the  Fair  Housing  Act  to  the  Wisconsin  insurance  industry.   As 

you  are  aware,  there  have  been  some  recent  court  decisions  

applying  that  Federal  statute  to  the  insurance  industry.      l/  . 
Previously,  our  industry  was  under  the  impression  that  this 
specific  Federal  Act  did  not  apply  to  us.   Frankly,  whether  or  not 
this  act  applies  appears  to  have  little  to  do  with  what's 
happening  here  in  Wisconsin.   Why?   For  decades  Wisconsin  has 
had  laws  making  it  illegal  for  insurance  companies  to  discriminate 
on  the  basis  of  race.   Those  prohibitions  against  race 
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discrimination  contained  in  the  Wisconsin  statutes  are  the  essence 
of  the  Federal  Fair  Housing  Act.   In  other  words,  Wisconsin  has 
had  laws  on  the  books  which  precede  and  echo  the  application  of 
the  Fair  Housing  Act  to  the  insurance  industry.   What  are 
Wisconsin  insurers  doing  to  make  certain  that  laws  making 
it  illegal  to  discriminate  on  the  basis  of  race  in  the  insurance 
industry  are  understood  by  their  employees?  While  there  is  no 
uniform  procedure,  I  can  tell  you  that  among  both  the  major  and 
minor  writers  of  property  and  casualty  insurance  in  this  state 
there  are  daily  endeavors  with  underwriters,  agents,  and  claim 
staff  which  work  to  make  certain  that  our  actions  are  related  to 
risk. . .not  race. 

CONCLUSION 
It  is  with  a  certain  amount  of  sadness  that  I  appear  before 
you  today.   That  sadness  is  generated  by  the  phenomenal  disparity 
between  the  rhetoric  and  misperception  of  many  of  our  critics  and 
the  reality  of  how  we  function.   No  matter  how  hard  this  industry 
tries,  that  ugly  and  despicable  adjective  of  racist  hangs  around 
our  neck.   This  industry  can  look  with  pride  at  a  number  of 
initiatives  including  the  fifteen  year  operation  of  the  Community 
Insurance  Information  Center  (CIIC)  (Exhibit  C) ,  efforts  to 
recruit  and  maintain  minority  agents,  efforts  to  understand  and 
respond  to  community  needs,  the  active  depopulation  of  our  FAIR 
plan,  our  support  for  legislation  creating  fire  escrow  accounts 
and  requiring  insurers  to  provide  specific  reasons  for 
cancellation  as  positive  efforts  to  remove  this  ugly  charge. 
Despite  those  efforts,  this  charge  persists.   The  sadness  in  my 
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testimony  comes  from  the  counterproductive  way  in  which  cries  of 
racism  stop  people  from  working  together.   Stripped  naked,  the 
insurance  industry  exists  to  sell  and  service  insurance.   Old  or 
young.   Rich  or  poor.   White  or  black.   Urban  or  rural.   We'll 
take  your  money,  we'll  cover  your  risk  and  we'll  pay  your  claims. 
As  previously  indicated,  there  are  some  extraordinary  issues 
innate  to  urban  living  which  provide  extraordinary  challenges.   We 
sincerely  believe  that  in  Milwaukee  you  will  find  the  competence, 
credibility  and  desire  on  the  part  of  the  property  and  casualty 
insurance  industry  to  continue  to  speak  to  those  issues,  and  we 
look  forward  to  a  day  where  the  rhetoric  is  less  inflamed  and 
parties  more  willing  to  work  together. 

Congressman  Kennedy,  Congressman  Barrett,  Committee  Staff, 
redlining  is  not  the  problem.   The  problem  is  the  way  in  which  the 
verbiage  of  racism  impedes  the  evolution  of  additional  practical 
solutions  to  problems  inherent  in  urban  living. 
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EXHIBIT  A 


MEMBERS  OF  THE  WISCONSIN 
INSURANCE  ALLIANCE 


Alpha  Property  &  Casualty  Insurance 

American  Family  Insurance 

American  Standard  Insurance 

Badger  Mutual  Insurance 

Baraboo  Mutual  Fire  Insurance 

Capitol  Indemnity  Corporation 

Church  Mutual  Insurance 

City  of  Waukesha  Mutual  Insurance 

Cuna  Mutual  Insurance  Group 

Dairyland  Insurance 

1st  Auto  &  Casualty 

General  Casualty  Insurance 

Germantown  Mutual  Insurance 

GRE  Insurance  Group 

Hartland  Cicero  Mutual  Insurance 

Heritage  Insurance 

IDS  Property  Casualty  Insurance 

Integrity  Mutual  Insurance 

Jewelers  Mutual  Insurance 

Lakeland  Mutual  Insurance 

Manitowoc  Cty.  Mutual  Insurance 

Maple  Valley  Mutual  Insurance 

Midwest  Security  Insurance 

Milwaukee  Insurance 

Northwestern  National  Casualty 

Old  Republic  Surety  Company 

Partners  Mutual  Insurance  Company 

Retail  Lumbermens  Mutual  Insurance 

Rural  Mutual  Insurance  Company 

Secura  Insurance 

Sentry  Insurance 

Threshermen ' s  Mutual  Insurance 

Viking  Insurance  Company 

Waukesha  Co.  Mutual  Insurance 

Wausau  Insurance  Companies 

West  Bend  Mutual  Insurance 

Western  Wisconsin  Mutual  Insurance 

Wilson  Mutual  Insurance 

Wisconsin  American  Mutual 

Wisconsin  Mutual  Insurance 
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Exhibit    B 


C%  WISCONSIN  INSURANCE  PLAN 

<\,P  //     744  N  FOURTH  STREET  •  MILWAUKEE,  WISCONSIN'  5'^.:'03  •  291  5353 


December  28,  1993 


MEMO  TO:   Jack  O'Meara 
FROM:     Tom  Roeder 
SUBJECT:   Redlining  Hearing 


This  memo  is  in  response  to  your  request  for  information  concerning 
the  Wisconsin  Insurance  Plan.   I  have  expanded  slightly  upon  your  request 
and  will  provide  information  to  you  in  the  following  areas: 

I.  Background  on  the  Wisconsin  Insurance  Plan 

II.  WIP  Homeowner  Policy  Count 

III.  Alleged  "Racial  Effect"  in  Underwriting 

IV.  Insurance  Activities  to  Support  Minority  Communities 

Historically,  redlining  has  been  defined  as  the  refusal  to  provide 
homeowner  insurance  due  to  the  geographical  location  of  the  home. 
Recently,  it  has  been  alleged  that  there  is  a  "racial  effect"  to  insurance 
underwriting.   Therefore,  the  information  I  have  provided  attempts  to 
address  both  the  geographical  location  (ZIP  Code)  and  the  minority 
population  within  these  ZIP  Codes. 

If  redlining  exists  in  Milwaukee,  standard  insurance  companies  would 
avoid  selling  insurance  in  certain  areas,  policy  counts  would  increase  in 
the  state's  FAIR  Plan  -  the  Wisconsin  Insurance  Plan,  and  insurers  would 
not  assist  minority  communities  with  insurance  related  concerns.   However, 
the  information  below  shows  none  of  these  three  activities  is  occurring  in 
Milwaukee. 


I.   BACKGROUND  ON  THE  WISCONSIN  INSURANCE  PLAN  (WIP) 

The  purpose  of  the  WIP  is  to  provide  property  insurance  coverage  when 
a  property  has  been  declined  for  coverage  by  standard  insurers.   In 
addition,  the  WIP  provides  coverage  for  vacant  properties  undergoing 
rehabilitation.   With  an  insurance  policy  provided  by  the  WIP,  a  property 
owner  can  secure  a  loan  to  rehabilitate  a  vacant  property.   This  is  how 
the  WIP  assists  in  rebuilding  neighborhoods. 

The  average  annual  premium  for  a  WIP  Homeowner  policy  is  $310.   Though 
more  expensive  than  standard  insurers,  this  premium  is  not  sufficient  to 
cover  claims  and  claim  expenses.   Assessments  to  insurers  (passed  on  to 
their  customers)  are  needed  to  subsidize  premium  deficiencies  and  to  pay 
administrative  and  underwriting  expenses.   The  characteristics  of  the 
homes  WIP  insures  result  in  this  adverse  claim  experience. 
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In  order  for  a  home  to  be  insured  by  the  WIP,  it  must  be  found 
unacceptable  to  a  standard  insurer.   The  major  reasons  a  home  is  declined 
for  coverage  by  a  standard  insurer  are: 

*  The  physical  condition  of  the  home  including  old,  worn  roofs,  lack 
of  paint,  rotting  eaves  and  porches,  deteriorating  siding,  and  broken  or 
boarded  windows  or  doors. 

*  Claim  history,  mostly  fires,  thefts,  and  vandalism  claims. 

*  Low  value  of  the  home. 

*  Credit  history  problems. 

II.   WIP  HOMEOWNER  POLICY  COUNT 

The  chart  below  shows  the  WIP  homeowner  policy  count  in  Milwaukee  ZIP 
Codes  where  we  insure  at  least  50  homes.   It  compares  the  number  of 
policies  WIP  insured  in  1987  to  those  insured  in  1992.   The  chart 
indicates  WIP  has  lost  policies  in  all  of  these  ZIP  Codes.   The  chart 
includes  the  percentage  of  black  residents  in  the  ZIP  Code.   Note  the 
greatest  percentage  of  change  is  in  ZIP  Codes  where  there  is  a  substantial 
black  population. 

A  decreasing  policy  count  in  the  Wisconsin  Insurance  Plan  would 
indicate  an  active  standard  market  seeking  to  insure  homes  in  every 
community  within  Milwaukee.   For  example,  696  homes  left  the  WIP  in  ZIPs 
53205,  06,  and  12  over  the  past  five  years.   In  this  same  period,  the  top 
25  insurers  increased  their  sales  in  this  area  by  672  policies. 

WIP  HOMEOWNER  POLICY  COUNT 


ZIP 

%  Black 

Policies 

92 

Policies 

87 

%  Change 

5320A 

3% 

134 

158 

-15% 

53205 

88% 

81 

137 

-41% 

53206 

97% 

427 

860 

-50% 

53208 

47% 

106 

207 

-49% 

53209 

50% 

68 

107 

-36% 

53210 

53% 

106 

166 

-36% 

53212 

64% 

199 

406 

-51% 

53215 

1% 

49 

64 

-23% 

53216 

54% 

56 

104 

-46% 
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III.   ALLEGED  "RACIAL  EFFECT"  IN  UNDERWRITING 

There  have  been  claims  that  there  is  a  "racial  effect"  in  homeowner 
underwriting  by  standard  insurers.   The  implication  is  that  as  the 
percentage  of  black  residents  in  a  ZIP  Code  increases  the  number  of 
homeowner  policies  sold  decreases. 

The  chart  below  indicates  the  percentage  of  black  residents  in  a  ZIP 
Code  and  the  percentage  of  coverage  provided  by  the  top  25  homeowner 
insurers  in  that  ZIP  Code.   In  Wisconsin,  the  top  homeowner  insurers  must 
report  their  policies  written  to  the  Office  of  the  Commissioner  of 
Insurance.   This  chart  was  developed  using  the  information  provided  by  the 
Commissioner's  office  and  1990  census  data.   Since  there  are  230  insurers 
licensed  to  write  homeowner  insurance  in  Wisconsin,  the  percentages  do  not 
come  near  to  100%.   The  chart  includes  ZIP  Codes  where  there  is  at  least  a 
10%  black  population,  plus  three  ZIPs  with  few  black  residents  for 
comparison.   Other  ZIPs  not  listed  are  90%+  white  and  average  65.5% 
coverage  with  a  range  from  51.6%  to  78.1%  . 

For  the  first  eleven  ZIP  Codes,  the  percentage  of  coverage  varies 
slightly.   Yet,  the  percentage  of  black  residents  in  the  ZIP  Codes 
increases  substantially.   This  information  alone  would  disprove  any 
alleged  "racial  effect"  in  homeowner  insurance  sales. 

The  bottom  three  ZIP  Codes  show  a  high  percentage  of  black  residents 
and  a  lower  percentage  of  coverage  by  the  top  25  insurers.   These  are  ZIP 
Codes  that  include  a  large  number  of  homes  in  lesser  physical  condition. 
In  addition,  this  is  an  area  with  a  higher  incidence  of  claims  such  as 
fires,  thefts,  and  vandalism.   WIP  insures  more  homes  here  (still  less 
than  700)  and  additional  coverage  is  provided  by  insurance  programs  sold 
through  mortgagees.   Even  in  these  ZIPs,  the  top  25  insurers  have 
increased  their  writings  by  22%  since  1987.   This  is  information  found  in 
the  reports  filed  with  the  Office  of  the  Commissioner  of  Insurance. 

TOP  HOMEOWNER  INSURERS  -  PERCENT  COVERAGE 


ZIP 

%  Black 

%  Coverage 

53207 

.5% 

65.5% 

53213 

.7% 

66.9% 

53214 

.8% 

70.7% 

53225 

11.6% 

68.4% 

53223 

14.4% 

60.6% 

5322A 

16.3% 

55.4% 

53218 

32.0% 

78.4% 

53208 

46.6% 

65.3% 

53209 

49.9% 

63.6% 

53210 

53.2% 

66.0% 

53216 

54.1% 

69.1% 

53212 

63.9% 

45.6% 

53205 

87.5% 

34 . 8% 

53206 

97.1% 

37.7% 
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VI.   INSURANCE  ACTIVITIES  TO  SUPPORT  MINORITY  COMMUNITIES 

The  premier  activity  in  this  category  is  the  Community  Insurance 
Information  Center.   The  center  exists  to  assist  residents  of  the 
Milwaukee  area  with  insurance  questions  and  problems.   It  specifically 
targets  minority  communities  by  advertising  in  community  newspapers  and 
using  many  social  service  agencies  as  referral  sites.   In  addition,  the 
center's  director  has  a  column  in  a  minority  orientated  newspaper  -  The 
Milwaukee  Times.   I  have  enclosed  a  packet  on  the  center. 

One  of  the  factors  contributing  to  deteriorating  neighborhoods  is 
abandoned  properties  damaged  by  fire.   Landlords  walk  away  from  these 
properties  leaving  the  city  with  the  expense  of  razing  the  property  and 
restoring  the  site.   A  few  years  ago,  the  insurance  industry  worked  with 
the  City  of  Milwaukee  to  pass  a  law  creating  a  fire  escrow  account.   Now, 
insurers  hold  back  a  percentage  of  the  claim  proceeds  owed  to  a  landlord. 
If  the  landlord  does  not  restore  the  site  of  a  damaged  property,  the  city 
can  make  claim  to  these  funds  for  expenses  they  incur.   This  insurance 
industry/City  of  Milwaukee  partnership  has  helped  to  reduce  the  number  of 
abandoned  properties  in  the  Central  City  community. 

A  third  activity  is  the  WIP  Depopulation  Plan.   This  is  a  program 
designed  to  assist  WIP  policyholders  in  securing  coverage  from  standard 
insurers.   The  major  insurers  in  the  state  have  furnished  agents  committed 
to  assist  WIP  policyholders  in  finding  coverage.   One  company  is  so 
aggressive  it  reviews  WIP  files  and  provides  our  customers  with  a  free 
inspection  to  determine  if  they  can  be  insured.   It  is  this  program  that 
has  contributed  to  the  substantial  decrease  in  WIP  policies  over  the  last 
five  years. 
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EXHroiTC 

TESTIMONY  OF  ERIC  ENGLUND,  PRESroE^^^ 

WISCONSIN  INSURANCE  ALLIANCE 

BEFORE  THE 

SUBCOMMITTEE  ON  CONSUMER  CREDIT  AND  INSURANCE  OF  THE 

UNITED  STATES  HOUSE  OF  REPRESENTTVES 

COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 

JANUARY  4, 1994 

COMMUNITY  INSURANCE  INFORMATION  CENTER 


The  Community  Insurance  Information  Center  (CUC)  was  originally  designed  and  funded 
by  Milwaukee  Insurance  under  the  guidance  of  their  current  chairman  of  the  board,  Robert 
W.  Douccttc.  Back  in  1978,  pressure  from  Milwaukee  community  groups  charging  that 
the  industry  was  redlining  properties  in  the  central  city,  prompted  Bob  Doucette  and 
others  to  fashion  the  CIIC  as  a  response  and  as  a  solution  to  problems  of  availability  of 
property  insurance. 

In  the  past  15  years,  many  changes  have  occurred  at  the  CIIC.  First,  the  original  concept 
of  restricting  information  and  referral  services  to  automobile  and  property  insurance  alone, 
was  quickly  expanded.  Consumers,  we  learned,  make  no  distinction  between  different 
areas  of  insurance.  Questions  about  health  and  life  insurance  occur  just  as  frequently  as 
those  relating  to  auto  and  property  insurance.  As  an  industry  service  program,  the 
decision  was  made  early-on  to  train  CIIC  staff  to  provide  help  and  information  in  all  lines 
of  insurance. 

The  second  important  change  was  to  bring  in  additional  companies  as  financial  supporters. 
The  CnC's  base  of  industry  support  currently  includes  over  40  domestic  property  and 
casualty  insurance  companies,  several  non-domestic  companies,  and  trade  associations 
representing  independent  agents  and  the  health  insurance  industry. 

These  changes  have  contributed  greatly  to  our  stability  as  an  on-going  resource  to 
Milwaukee  consumers.  More  importantly,  however,  are  the  aspects  of  our  programming 
that  have  not  clianged  and  have  brought  us  local  as  well  as  national  recognition. 

The  various  aspects  of  our  community  programming  include  the  Consumer  Helpliae,  a 
number  consumers  may  call  with  any  insurance  question,  problem  or  complaint;  an 
Agency  Referral  Program  for  consumers  shopping  around  for  rates,  or  for  consumers 
experiencing  specific  accessibility  problems;  a  Complaint  Resolution  Program  which 
assures  consumers  a  company  response  to  their  complaint  within  one  working  day  if  the 
company  involved  in  the  complaint  is  one  of  our  supporting  members;  and  a  Volunteer 
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Stuffing  Program  wliich  brings  in  employees  from  our  domestic  members  for  training  and 
experience  working  on  the  Consumer  Helpline.  Other  activities  and  services  include  being 
a  resource  to  local  media  and  providing  speakers  and  workshops  to  community  groups. 

In  the  past  twelve  months,  our  office  has  received  recognition  for  our  unique  approach  to 
confronting  some  very  old  and  recurrent  consumer  concerns.  Redlining,  for  instance,  has 
persisted  as  a  volatile  issue  in  Milwaukee's  central  city,  and  in  many  areas  throughout  the 
country.  The  many  complicated  aspects  of  this  issue  make  it  a  particularly  difficult  one  to 
understand,  much  less  combat. 

The  CnC's  approach  has  been  to  keep  looking  for  new  and  innovative  ways  of  reaching 
consumers  with  our  message  that  help  in  finding  adequate  coverage  for  their  property  is 
available  through  our  office  and  through  the  resources  of  our  Agency  Referral  Program. 
We  have  expanded  our  advertising  efforts  to  include  at  various  times,  billboards,  bus 
placards,  radio,  newspapers  and  church  bulletins.  A  regular  question  and  answer  column 
titled,  Insuring  Your  Future,  is  a  new  addition  to  this  outreach  effort.  The  column 
currently  runs  each  week  in  The  Milwaukee  Times  newspaper,  and  syndication  to  other 
papers  is  planned  shortly. 

These  efforts  are  supplemented  with  a  close  involvement  in  the  depopulation  plan  of  the 
Wisconsin  Insurance  Plan,  communication  with  the  agents  in  our  Agency  Refferral 
Program  and  regular  contact  with  community-based  organizations  to  assess  the  needs  of 
their  clients  in  finding  necessary  insurance  coverage  for  their  homes  and  property. 

We  are  encouraged  to  both  continue  and  re-double  these  efforts  in  the  months  and  years 
ahead  by  the  positive  feedback  we  liave  received  fix)m  the  insurance  industry,  community 
groups,  agents  and  our  professional  peers.  Last  year,  wc  received  a  first  place  award  from 
the  Public  Relations  Society  of  America  -  Wisconsin  Chapter,  and  top  honors  from  The 
Society  of  Consumer  AflFairs  Professionals  for  our  efforts.  And  in  May  of  this  year,  a 
feature  article  in  Best's  Review  magazine,  cited  the  CIIC  as  a  model  program  that  should 
be  adopted  by  the  industry  throughout  the  50  states. 

THE  CnC'S  SPECIFIC  RESPONSE  TO  PROPERTY 
INSURANCE  AVAILABILITY 

Since  its  inception  in  1978,  the  CIIC  has  targeted  its  education  and  outreach  efforts  to 
Milwaukee's  central  city  residents,  minorities  and  community  organizations  in  an  attempt 
to  solicit  complaints  and  problems  associated  with  the  availability  of  insurance  products  - 
specifically,  property  insurance.  We  have  aggressively  pursued  this  course  with  print  and 
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electronic  advertising,  through  partnerships  established  with  non-profit  community 
organizations,  and  through  various  government  oflBces  and  outreach  programs. 

Typically,  property  insurance  questions  handled  on  our  Consumer  Helpline  account  for 
approximately  20%  of  our  total  call  volume  each  year.  Automobile  and  health  insurance 
account  for  most  of  the  remainder.  With  Helpline  calls  averagmg  3,000  annually  over  the 
past  three  years,  property  insurance  calls  have  only  numbered  around  600  each  year.  Of 
these  calls,  approximately  20%  can  be  classified  as  problems  or  complaints,  roughly  120 
per  year,  or  ten  per  month.  Of  these  property  insurance  problems,  many  are  disputes 
related  to  settlement  of  claims  and  not  problems  associated  with  availability  of  coverage. 
Problems  related  to  availability  of  property  insurance  account  for  approximately  five  or  six 
per  month. 

Callers  who  do  report  difficulty  accessing  property  insurance  coverage  are  referred  to 
several  of  the  more  than  40  insurance  agencies  who  participate  in  our  Agency  Referral 
Program.  They  are  further  advised  of  their  right  to  obtain  specific  reasons  for  the 
property's  rejection,  cancelation  or  non-renewal,  and  are  advised  of  their  right  to  pursue  a 
formal  complaint  process  through  the  Insurance  Commissioner's  Office. 

This  same  information  is  also  relayed  to  general  audiences  via  radio  advertising  and  a 
weekly  question  and  answer  column  entitled,  Insuring  Your  Future,  which  runs  in  the 
Milwaukee  Times  newspaper. 

Our  efforts  to  reach  and  identify  consumers  who  may  be  experiencing  difficulty  obtaining 
property  insurance  are  on-going  and  aggressive  despite  the  low  level  of  interest  reflected 
by  our  Helpline  call  data.  It  is  precisely  because  this  office  and  our  industry  supporters 
will  not  tolerate  racism  or  any  other  form  of  illegal  discrimination  that  our  commitment  to 
being  part  of  the  solution  will  continue  to  shape  our  outreach  and  educational  activities. 

For  additional  information  contact:  Anne  Landre 

cue  Executive  Director 
744  N  Fourth  Street 
Suite  626 

Milwaukee,  WI  53203 
(414)291-5360 
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Good  Morning,  I  am  William  Tisdale  and  I  am  the  Executive  Director 
of  the  Metropolitan  Milwaukee  Fair  Housing  Council  (MMFHC) .  With 
me  today  is  Carla  Wertheim  who  is  Associate  Director  of  the 
Council.  We  appreciate  the  opportunity  to  provide  written  and  oral 
testimony  to  the  Subcommittee  on  Consumer  Credit  and  Insurance 
today. 

The  MMFHC  is  a  private  non-profit  membership-based  organization 
which  operates  a  full-service  fair  housing  program  throughout  a 
five-county  (Milwaukee,  Waukesha,  Washington,  Ozaukee  and  Racine) 
Metropolitan  Area.  The  purpose  of  the  MMFHC  is  to  guarantee  all 
people  equal  access  to  housing  opportunities  and  to  assist  in  the 
creation  and  maintenance  of  racially  and  economically  integrated 
communities.  f  ■  :\      .-  -      ^  > 

In  response  to  your  invitation  to  testify  today,  we  will  address 
three  issues:  •-  ■   -  ' 

1.    The  availability,  af fordability  and  adequacy  of  insurance 
in  minority  neighborhoods  in  Milwaukee 
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2.  The  practices  and  manifestations  of  insurance  redlining 
in  Milwaukee 

3.  The   importance   H.R.   1257   "The   Insurance   Consumer 
Protection  Act  of  1993"  to  anti-discrimination  efforts 

In  evaluating  the  accessibility  of  insurance  coverage,  it  is 
difficult  to  assert  that  homeowners  insurance  is  unavailable  to 
minority  residents  in  Milwaukee,  as  the  Wisconsin  Insurance  Plan 
(WIP)  was  created  to  provide  insurance  coverage  to  those  who  could 
not  obtain  it  in  the  private  market.  WIP,  and  other  types  of  FAIR 
plans,  are  widely  recognized  insurance  pools  of  last  resort  for 
those  persons  who  are  unable  to  buy  insurance  in  the  regular 
market.  These  types  of  programs  have  policies  that  cost  more  and 
provide  less  coverage  than  conventional  homeowners  policies. 

A  1993  study  of  insurance  availability  conducted  by  the  American 
Insurance  Association  (AIA)  concluded  that  98%  of  homeowners  have 
insurance  coverage,  however,  that  same  study  revealed  that  blacks 
are  three  times  more  likely  than  whites  to  purchase  their  insurance 
through  a  FAIR  plan. 

This  information  raises  several  questions: 

1.  Why  can't  these  homeowners  obtain  insurance  in  the 
voluntary  market? 
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2.  What  are  the  factors  or  criteria  that  insurance 
companies  are  using  that  "disqualifies"  these  homeowners 
from  conventional  insurance?  c 

3.  Are  these  homeowners  getting  comparable  coverage  at 
comparable  rates?  If  not,  why? 

Based  on  academic  research,  litigation  activity  and  our  own 
complaint  and  investigation  experience,  it  is  clear  to  us  that 
there  exists  a  racial  and  geographic  bias  in  the  provision  of 
insurance  in  the  Milwaukee  Area.  ■  i, 

In  a  study  conducted  in  conjunction  with  Professors  Squires  and 
Velez  of  the  University  of  Wisconsin-Milwaukee  Sociology 
Department,  the  MMFHC  conducted  60  tests  of  three  major  insurance 
companies  in  the  Metropolitan  Milwaukee  Area.  The  major  conclusion 
drawn  from  these  tests,  is  that  agents  were  more  eager  to  sell 
insurance  policies  to  individuals  residing  in  white  neighborhoods 
and  placed  more  obstacles  for  those  homeowners  residing  in  racially 
integrated  or  predominantly  non-white  neighborhoods.  Specifically, 
homeowners  located  in  predominantly  white  neighborhoods  were  asked 
more  detailed  information  about  their  current  insurance  policy, 
were  required  less  stringent  inspection  prior  to  insurance  of  the 
home,  and  were  asked  their  name  more  frequently  than  were  similarly 
situated  homeowners  in  racially  integrated  or  non-white  areas.  The 
authors  of  the  study  noted  the  absence  of  blatant  forms  of 
differential  treatment,  confirming  once  again  the  subtleties  of 
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discrimination.  This  study  also  underscored  the  emphasis  which 
neighborhood  plays  in  the  sale  of  property  insurance,  as  in  93.3% 
of  the  tests  conducted  specific  address  or  ZIP  code  was  the  first, 
or  one  of  the  first,  questions  asked  by  the  agent. 

Other  academic  studies  conducted  by  Professors  Squires  and  Velez 
reach  the  following  conclusions  about  practices  within  the 
Milwaukee  Area  insurance  market: 

1.  In  integrated  or  predominantly  minority  areas, 
homeowners  insurance  on  the  voluntary  market  is  difficult 
to  obtain  and  costly.  Residents  in  these  areas  are 
"steered"  toward  WIP  which  is  inferior  and  considerably 
more  expensive  than  insurance  in  the  voluntary  market. 

2.  Redlining  is  rarely  blatant.  Typically,  it  takes  the 
form  of  agents  providing  lackadaisical  service, 
limited  information,  not  returning  phone  calls  or  requiring 
applications  and  inspections  from  minority  applicants. 

3.  Agencies  have  systematically  withdrawn  their  agents  from 
inner  city  locations  and  relocated  to  the  suburbs.  Some 
insurers  have  simply  dropped  their  agents  in  the  inner 
city. 
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4.  The  restrictions  of  insurers  on  older  homes  or  property 
valued  below  certain  amounts  effectively  eliminates  the 
opportunity  for  most  inner  city  residents  to  obtain 
homeowners  insurance. 

The  results  of  such  studies  were  presented  and  submitted  to  this 
subcommittee  by  Professor  Squires  on  February  24,  1993. 

Along  with  such  academic  research,  information  obtained  from 
MMFHC's  clients  and  investigations  provides  documentation  of  how 
the  policies  and  practices  of  the  insurance  industry  are 
implemented  in  real-life  situations.  For  example,  in  1992  an 
African  American  man  was  seeking  insurance  for  a  home  located  in 
a  racially  integrated  area  on  the  northwest  side  of  Milwaukee.  He 
contacted  an  insurance  office  located  on  the  (predominantly  white) 
south  side  of  Milwaukee.  He  was  asked  by  the  agent  the  location  of 
the  property,  why  he  was  looking  for  insurance,  and  if  he  had  any 
claims  in  the  past  5  years,  to  which  he  responded,  "No".  She  then 
advised  him  that  her  office  was  on  the  south  side  and  referred  him 
to  a  black  insurance  agent  in  an  office  located  in  a  racially 
integrated  neighborhood.  Yet,  a  few  days  later  a  white  homeowner 
called  that  south  side  agent  regarding  a  home  located  in  a 
predominantly  white  northwest  Milwaukee  neighborhood.  The  agent 
proceeded  to  discuss  insurance  coverage  and  provided  her  a  verbal 
and  written  quote.  The  question  must  be  posed  as  to  why  this  agent 
refused  to  negotiate  for  insurance  with  the  African  American  man 
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and  directed  him  to  another  agent  in  another  office,  yet  provided 
service  to  a  white  woman  who  actually  lived  closer  to  the  office 
she  previously  referred  the  black  man  to?  This  is  a  clear  example 
of  differential  treatment  based  upon  the  race  of  applicants  for 
insurance  and/or  the  racial  composition  of  the  neighborhood  in 
which  they  live. 

A  second  case  provides  an  example  of  how  acts  of  redlining  are 
manifested  in  the  Milwaukee  Area.  Last  year,  a  woman  attempted  to 
obtain  replacement  value  coverage  on  her  home  located  within  the 
City  of  Milwaukee.  She  was  advised  by  an  agent  that  he  could  not 
offer  her  replacement  coverage  and  explained  that  the  cost  to 
replace  the  house  would  create  a  "moral  hazard"  based  on  the 
location  of  her  house  and  the  market  value.  He  proceeded  to  explain 
that  if  the  same  house  were  located  in  the  [predominantly  white] 
suburb  of  Brookfield,  then  he  could  provide  the  replacement 
coverage.  He  explained  moral  hazard  as  a  situation  in  which 
replacement  value  exceeds  market  value  and  in  those  situations  "a 
lot  of  houses  seem  to  go  up  in  smoke". 

These  actions  give  rise  to  the  questions:  Are  homeowners  really 
afforded  the  full  range  of  housing  options,  given  differential 
levels  of  insurance  coverage  between  city  and  suburban  locations? 
Who  would  really  want  to  consider  a  home  in  the  city  knowing  they 
will  be  able  to  recoup  the  loss  of  their  home  far  more  adequately 
if  they  moved  into  the  all-white  suburbs  of  Milwaukee?  These 
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practices  make  a  sham  of  Fair  Housing  Laws  which  mandate  free 
choice  and  expanded  housing  opportunities. 

Another  example  involves  the  largest  provider  of  homeowners 
insurance  in  the  Milwaukee  Area.  In  1990  a  lawsuit  was  filed  by 
eight  African  American  homeowners  and  the  NAACP  alleging  that  the 
American  Family  Insurance  Company  engaged  in  illegal  practices  of 
redlining.  Information  obtained  through  the  litigation  process 
revealed  that  in  1988  a  sales  manager  at  American  Family  advised 
sales  agents,  "...Very  honestly,  I  think  you  write  too  many 
blacks... You  gotta  sell  good,  solid  premium  paying  white 
people. . .they  own  their  homes,  the  white  works ...  Very  honestly, 
black  people  will  buy  anything  that  looks  good  right  now. . .but  when 
it  comes  to  pay  for  it  next  time. . .you're  not  going  to  get  your 
money  out  of  them...  the  only  way  you're  going  to  correct  your 
persistency  is  to  get  away  from  the  blacks." 

The  effects  of  this  type  of  racial  bias  are  apparent  when  examining 
the  insurance  patterns  of  American  Family.  A  1993  analysis 
conducted  by  The  Milwaukee  Journal  revealed  that  in  ZIP  code  areas 
that  were  predominantly  white,  American  Family  captured  40%  or  more 
of  the  market.  However,  in  ZIP  code  areas  that  were  predominantly 
black  in  population,  American  Family  wrote  only  10%  or  less  of  the 
homeowners  policies. 
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Limits  to  access  and/or  coverage  of  insurance  has  deleterious 
effects  on  an  individual's  opportunity  to  purchase  a  hoine. 
Restricted  coverage  and  exorbitant  costs  unfairly  punish  inner  city 
residents.  Not  only  do  individuals  within  redlined  neighborhoods 
suffer,  but  eventually  the  absence  of  financial  services  leads  to 
the  decline  of  the  entire  area.  The  1968  Hughes  Study  concluded, 
"Without  insurance,  banks  and  other  financial  institutions  will 

not and  cannot make  loans.  New  housing  cannot  be  constructed 

and  existing  housing  cannot  be  repaired.  New  business  cannot 
expand,  or  even  survive.  Without  insurance,  buildings  are  left  to 
deteriorate;  services,  goods  and  jobs  diminish.  Efforts  to  rebuild 
our  nation's  inner  cities  cannot  move  forward.  Communities  without 
insurance  are  communities  without  hope."  Not  only  is  property 
insurance  a  prerequisite  to  procuring  a  mortgage,  but  failure  to 
maintain  insurance  coverage  constitutes  a  default  of  the  borrowers 
obligations  under  the  tenns  of  the  mortgage.  Insurance  coverage  is 
a  necessity  for  lenders  to  sell  mortgages  on  the  secondary  market, 
as  buyers  insist  upon  hazard  insurance.  In  the  current  market, 
banks  will  not  underwrite  mortgages  that  they  cannot  sell  in  the 
secondary  market. 

Some,  in  the  insurance  industry,  have  argued  that  what  is  perceived 
as  redlining  today  is  more  a  symptom  of  disinvestment  rather  than 
a  cause.  It  is  argued  that  such  practices  are  a  legitimate  response 
to  market  forces.  However,  redlining  can  become  a  self-fulfilling 
prophesy  that  exacerbates  urban  disinvestment.  The  process  of 
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disinvestment  can  begin  with  restrictions  on  property  insurance 
which  makes  home  ownership  more  difficult.  Property  values  may  then 
be  [artificially]  lowered,  and  consequently  individuals  acquire 
less  equity  in  their  homes.  Over  time,  such  areas  become  less 
attractive  for  investment.  As  a  result,  private  investors, 
including  insurance  companies,  may  allocate  their  capital 
elsewhere.  Such  uneven  development  may  be  exacerbated  when  scarce 
public  dollars  follow  the  flow  of  private  dollars,  leading  to 
further  deterioration  of  municipal  services  in  urban  communities. 

We  urge  the  passage  of  a  comprehensive  insurance  disclosure  bill 
similar  to  the  Home  Mortgage  Disclosure  Act  (HMDA)  which  regulates 
practices  of  the  lending  industry.  We  believe  such  legislation  will 
serve  as  an  important  mechanism  to  assist  in  the  enforcement  of  the 
Fair  Housing  Laws  for  several  reasons.  First,  we  need  only  look  to 
the  lending  industry  where  critical  information  was  uncovered 
through  disclosure  requirements,  which  have  led  to  important  and 
innovative  initiatives  in  expanding  access  to  mortgage  loans  for 
minority  applicants.  The  information  obtained  from  the  disclosure 
requirement  can  assist  in  identifying  areas  necessary  for  further 
enforcement  and  research  efforts.  Secondly,  the  information 
obtained  through  disclosure  requirements  can  provide  supplemental 
evidence  in  individual  cases  of  discrimination.  Lastly,  the 
reporting  and  monitoring  of  insurance  practices  may  in  itself  serve 
to  improve  compliance  with  the  laws. 
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A  comprehensive  insurance  bill  should  be  permanent,  have  nation- 
wide applicability  and  include  disclosure  of  the  race,  gender  and 
income  of  the  applicant.  Additionally,  it  should  require  disclosure 
of  loss  data,  underwriting  guidelines  and  documents  supplementing 
the  guidelines.  We  also  strongly  support  the  use  of  disclosure  by 
census  tract  for  purposes  of  documentation.  We  believe  it  to  be 
more  useful  than  reporting  by  ZIP  code  for  several  reasons.  First, 
because  ZIP  code  areas  are  larger  and  generally  more  racially 
heterogeneous  than  census  tracts,  more  precise  information  can  be 
obtained  from  census  tract  derived  data.  Secondly,  other 
information,  such  as  age  and  price  of  housing,  is  also  organized 
by  census  tract,  thereby  allowing  for  a  more  comprehensive  analysis 
of  insurance  practices. 

While  disclosure  by  ZIP  code  does  provide  some  information 
regarding  the  racial  composition  of  neighborhoods,  use  of  census 
tracts  is  a  more  preferable  measurement  for  analysis. 

In  closing,  insurance  redlining  and  the  level  of  insurance  coverage 
to  minority  residents  remain  impediments  to  equal  housing 
opportunities  in  the  Milwaukee  Area.  Passage  and  adoption  of  the 
measures  included  in  H.R.  1257  will  do  much  to  ensure  compliance 
with  Fair  Housing  Laws  and  expand  housing  opportunities  for  all 
citizens. 
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I  am  pleased  to  be  given  the  opportunity  to  present  my  views 
on  several  important  topics  regarding  automobile  insurance. 
Specifically,  I  will  comment  briefly  on:  the  relative  af f ordability 
and  adequacy  of  automobile  insurance,  particularly  focusing  on 
disparities  in  charges  for  insurance  between  Milwaukee  residents 
and  Wisconsin  residents  outside  Milwaukee;  problematic  impacts  of 
the  use  of  territorial  rating  factors  on  the  price  of  such 
insurance;  and,  necessary  elements  inherent  in  solutions  to 
problems  so  identified. 

To  establish  a  context,  Wisconsin  in  the  aggregate  must  be 
recognized  as  a  relatively  low-cost  automobile  insurance  state.  For 
households  with  auto  insurance,  1990  expenditures  were  $92  3  per 
household,  and  1991  expenditures  were  $953  per  household.  By 
comparison,  Wisconsin  mean  expenditures  in  those  years  were  $666 
per  household.  Of  the  48  contiguous  states,  Wisconsin's  mean 
household  expenditures  were  9th  lowest.  These  figures  only  reflect 
households  with  insurance;  they  do  not  reflect  households  going 
without  insurance.  Additionally,  these  are  obviously  only 
aggregated  figures:  they  do  not  reflect  disparities  within  any 
given  state.  Thus,  they  are  clearly  incomplete  in  assessing 
disparate  pricing  regimens  within  the  state. 

Within  states,  significant  variations  in  price  of  course 
exist.  Perhaps  the  easiest,  admittedly  anecdotal  manner  in  which  to 
demonstrate  such  variations  is  to  select  a  large,  representative, 
carrier  writing  throughout  the  state,  and  compare  data  from  that 
carrier  regarding  premiums  in  different  regions  of  the  state.  While 
not  all-encompassing,  these  data  clearly  demonstrate  the  breadth  of 
existing  pricing  variations.  Based  on  such  information,  it  is 
indisputable  that  broad  variations  exist,  both  as  between  various 
parts  of  the  state,  and  within  the  metropolitan  area. 

For  example,  for  an  adult  with  no  accidents  or  violations  in 
the  previous  three  years,  driving  a  1988  Buick  Regal  10,000  miles 
per  year,  not  using  the  vehicle  to  commute  to  work,  a  'total'  [*] 
package  would  cost:  $953  per  year  in  the  carrier's  'Milwaukee' 
territory;  $694  per  year  in  the  Milwaukee  suburbs;  and,  $470  per 
year  in  the  largely  rural  southwestern  counties  of  the  state. 
Substantial  differences  in  premium  amount  as  among  these  areas 
occur  in  liability,  comprehensive  and  collision  coverages.  Clearly, 
where  a  proposed  insured  lives  has  an  enormous  impact  on  the  price 
of  insurance  from  this  typical  major  carrier. 

Since  insurance  inherently  involves  risk-spreading,  the 
initial  question  is  whether  or  not  insurers  should  be  permitted  to 
charge  different  amounts  for  identical  coverages  to  various 
consumers.  It  would  be  relatively  easy,  for  example,  simply  to 
require  that  all  insureds  within,  say,  an  entire  state  (reflecting 
a  uniform  liability  structure)  pay  identical  amounts  for  identical 

[*]   $50/100/25K   liability;   $5K  medical;   full   comprehensive; 
collision  w/  $250  ded;  and,  $25/50K  UM 


coverages.  Insurers  could  achieve  substantial  efficiencies  in 
avoiding  the  significant  costs  entailed  in  identifying,  acquiring, 
verifying  (and,  ultimately,  justifying)  criteria  by  which  to 
distinguish  among  consumers,  and  thereby  set  premiums.  Thus,  any 
driver  in,  for  example,  Antigo  could  pay  the  same  amount  as  a 
driver  in  Milwaukee  or  Racine:  the  larger  the  base,  presumably  the 
more  accurately  an  insurer  could  anticipate  aggregate  costs. 

However,  such  total  risk-spreading  is  generally  not  acceptably 
viewed.  Different  drivers  pose  substantially  different  risks  based 
on  various  factors,  many  of  them  quite  clear-cut,  such  as  annual 
miles  driven.  Understandably,  a  consumer  driving  10,000  miles  per 
year  would  object  to  paying  the  same  amount  as  another  who  drives 
30,000  miles  per  year.  Thus,  many  (indeed,  probably  most)  consumers 
would  object  to  a  system  without  any  discrimination  among  insureds. 
Some  drivers  will  predictably  have  more  accidents,  and  thus, 
presumably,  file  more  claims.  It  doesn't  offend  most  people's 
notion  of  good  public  policy  and  fairness  to  charge  such  consumers 
more  for  coverage. 

Similarly,  insurance  carriers  also  would  object  to  such  a 
totally  discrimination-free  system.  As  profit-making  institutions, 
carriers  naturally  will  want  to  seek  out  and  underwrite  drivers 
from  whom  they  anticipate  receiving  fewer  claims,  just  as  any 
business  seeks  to  control  its  costs.  Thus,  there  are  natural  forces 
occurring  in  markets  —  eminating  both  from  consumers  and  from  the 
industry  —  which  encourage,  even  demand  that  insurers  attempt  to 
assess  the  likelihood  of  future  risks  in  setting  insurance  rates. 

Note  that  from  the  standpoint  of  most  consumers,  it  is 
essentially  a  social  or  political  concept  —  perceived  fairness  — 
that  underlies  the  demand  for  attempting  to  assess  the  likelihood 
of  future  accidents  and  to  price  accordingly,  i.e.,  to 
discriminate.  From  the  industry's  point  of  view,  it  is  more  an 
economic  imperative  —  cost  control,  competitive  attractiveness, 
and  ultimately,  profitability. 

Regardless  of  the  forces  leading  to  discrimination  in 
insurance  pricing,  it  is  both  widely  present,  and,  within 
acceptable  social  and  political  boundaries,  desirable.  Accordingly, 
the  industry  has  developed  a  sophisticated  set  of  data,  based  on 
various  criteria  intended  to  assist  them  in  identifying  and  pricing 
for  various  proposed  insureds.  The  question  today  is  whether  or  not 
the  price  discrimination  which  is  clearly  occurring  in  major  urban 
areas  today,  including  Milwaukee,  is  within  such  boundaries,  and  if 
not,  how  best  to  address  it. 

Whatever  criteria  are  employed  in  attempting  to  predict  the 
likelihood  of  claims,  there  are  both  costs  and  uncertainties  in 
doing  so.  The  ideal  predictor  is  one  that  first,  is  easy  and 
inexpensive  to  obtain  and  to  verify,  and  second,  is  relatively 
reliable  and  accurate  in  predicting  future  claims. 
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Among  the  most  commonly  used  of  such  criteria  is  that  of 
location,  i.e.,  territorial  rating.  It  has  been  found  to  satisfy 
the  combination  of  the  aforementioned  criteria  to  a  greater  extent 
than  most  other  criteria.  By  contrast,  other  consumer-specific 
information  is  relatively  more  difficult  to  obtain  or  to  verify,  or 
is  less  reliable  as  a  predictor,  or  some  combination  of  both. 

For  example,  in  determining  the  number  of  miles  which  any 
given  consumer  drives  in  a  typical  year,  an  insurer  could  rely  upon 
a  consumer's  representation  to  such  a  question.  This  might  involve 
no  verification  beyond  taking  the  consumer's  word.  Actual 
inspection  of  the  odometer  is  obviously  more  time-consuming,  and 
thus  more  costly.  And,  even  that  step  is  largely  inadequate  when 
dealing  with  prospective  insureds,  as  yet  unknown  to  the  insurer. 

Obtaining  comprehensive,  reliable  information  about  a  given 
individual's  driving  record  is  still  more  involved.  Information 
about  accidents,  claims,  liability,  traffic  citations,  etc.  is 
still  quite  widely  dispersed.  And,  given  privacy  implications, 
some  (perhaps  many?)  sources  may  be  reluctant  to  divulge  such 
information,  either  in  part  or  in  whole. 

Presumably,  more  complete,  thorough  information  about  a 
prospective  risk  enables  a  more  rational  (and  by  implication, 
hopefully,  a  fairer)  estimate  of  future  potential  claiming 
activity.  Gathering  and  confirming  such  information,  however,  of 
course  entails  additional  expense. 

Thus,  insurers  seek  some  optimal  balance  in  selecting  and 
utilizing  various  criteria  to  enable  them  to  be  both  'fair'  and 
cost-efficient.  There  is  some  point  beyond  which  the  'fairness' 
benefits  achieved  by  obtaining  ever  more-specific  information  about 
individual  prospective  insureds  to  enable  ever  more  precise  premium 
setting  is  overwhelmed  by  the  incremental  costs  of  obtaining  such 
individualized  information. 

Fairly  or  not,  insurers  have  found  that  territorial  rating  is 
a  relatively  inexpensively  obtained,  easily  verified  and  generally 
reliable,  predictive  surrogate  for  more  involved  individual 
information.  Extensive  claims  experience  information  demonstrates 
that  consumers  whose  vehicles  are  located  in  major  cities  generally 
file  more  claims,  and  thus  incur  more  costs,  to  insurance  systems, 
than  do  other,  more  rural  consumers. 

For  example,  in  a  major  study  of  claiming  activity  during 
several  years  in  the  mid-1980s,  consumers  housing  their  vehicles  in 
the  City  of  Milwaukee  filed  68%  more  bodily  injury  (BI)  claims  than 
did  consumers  generally  statewide  in  Wisconsin.  At  the  same  time, 
however,  Milwaukee  consumers  filed  only  18%  more  property  damage 
(PD)  claims  than  did  all  Wisconsin  insureds.  PD  claims,  because  of 
their  much  greater  frequency,  have  generally  been  viewed  as  a 
superior  surrogate  for  overall  accident  rates.  Thus,  though 
Milwaukee  consumers  seemingly  had  only  slightly  more  (18%) 
accidents,  they  filed  substantially  more  (68%)  BI  claims. 
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[Curiously,  while  one  might  intuitively  expect  more  accidents 
in  urban  areas,  given  a  higher  degree  of  congestion,  one  would 
likely  also  intuitively  expect  fewer  BI  claims,  given  presumed 
lower  overall  rates  of  speed,  again  stemming  from  the  greater 
congestion.  Yet,  this  is  not,  by  the  statistics  just  cited,  the 
case. ] 

This  disparity  is  being  further  exacerbated  by  trends  in 
claiming  behavior  over  time.  In  1980,  the  ratio  of  BI  claims  to  PD 
claims  statewide  in  Wisconsin  was  22.0%.  By  1992,  this  ratio  had 
risen  by  over  a  quarter  to  28.2%.  Using  PD  claims  as  a  surrogate 
for  overall  accident  rates,  this  indicates  that  consumers  are 
becoming  increasingly  likely  to  file  BI  claims  resulting  from 
comparable  numbers  of  accidents. 

Though  fewer  in  number,  BI  claims  are  typically  significantly 
larger  in  amount.  Thus,  an  increase  in  the  frequency  of  such  claims 
will  have  a  disproportionately  large  impact  on  overall  claims 
expense.  Since  Milwaukee  consumers  are  historically  substantially 
more  likely  to  file  BI  claims  (and  apparently  becoming  even  more 
so)  than  Wisconsin  consumers  generally,  at  least  some  of  the 
significant  disparity  between  city  and  outstate  premium  levels  is 
economically  substantiated. 

There  is  thus  little  doubt  that  auto  insurance  pricing  based 
upon  claiming  experience  will  have  a  particularly  burdensome  impact 
on  Milwaukee  consumers,  especially  those  in  the  less  far-flung 
regions  of  the  City.  To  the  extent  that  territorial  rating  reflects 
that  claiming  experience,  it  too  contributes  to  the  process. 
However,  territorial  rating  is  merely  the  messenger  bringing  the 
bad  news  that  consumers  in  central  cities  will,  other  things  being 
equal,  engage  in  more  claiming  activity. 

The  seeming  unfairness  of  dramatically  different  premiums  for 
otherwise  identical  consumers  living  as  close  as  on  opposite  sides 
of  a  street  is  apparent.  The  problem  thus  becomes  one  of 
accommodating  the  economic  claiming  data  on  the  one  hand  to  the 
political  and  social  necessity  of  affordable  auto  insurance  on  the 
other.  And,  all  this  occurs  before  even  considering  whether  or  nor 
other,  more  pernicious  forms  of  discrimination  are  occurring,  a 
topic  which  other  witnesses  today  are  presumably  better  equipped  to 
address  than  am  I . 

The  implications  of  restricting  or  eliminating  the  use  of 
territorial  rating  can  be  complicated.  Care  must  be  taken  to 
distinguish  between  the  socio/political  overtones  of  this  issue  and 
the  economic  impacts  of  proposals  restricting  use  of  such  criteria. 

Does  this  suggest  that  territorial  rating  should  therefore  be 
unquestioningly  tolerated  and  accepted?  Not  necessarily.  Consider 
the  following  analogy.  Certain  medical  conditions  are  known  to  be 
more  prevalent  (often  to  enormous  degrees)  in,  for  example,  white 
vs.   African-American  populations.   Would  such  a  statistically 
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indisputable  finding  justify  a  distinction  (i.e.,  a  discrimination) 
for  health  insurance  coverage  based  upon  the  criterion  of  race? 
Most  observers  would  indicate  clearly  not. 

Outlawing  or  restricting  the  use  of  territorial  rating  won't 
alter  the  disparity  in  costs  incurred,  and  as  a  result,  the 
premiums  charged.  Limiting  use  of  various  criteria  which  only 
measure  location  will  not  serve  to  reduce  overall  insurer  costs, 
and  accordingly,  will  similarly  not  serve  to  lower  premiums  in  the 
aggregate.  Restrictions  on  the  use  of  such  criteria  might  serve  to 
make  insurance  more  affordable  for  selected  consumers;  however, 
only  at  an  off -setting  cost  to  other  consumers,  and,  a  cost  which 
will  in  all  likelihood  exceed  any  rate  relief  afforded  those 
consumers  benefitting  from  such  a  restriction. 

I  suspect  that  the  accumulation  of  data  of  the  type  envisioned 
by  the  pending  proposals  will  serve  primarily  to  underscore  the 
disparities  in  prices  I  have  previously  described.  That  these 
disparities  exist  seems  indisputable,  both  empirically  and 
intuitively.  There  is  little  doubt  that  many  consumers  in  central 
urban  areas  of  cities  like  Milwaukee,  often  those  least  able  to 
afford  insurance,  are  faced  at  best  with  the  difficulties  of 
enormously  expensive  insurance,  and  at  worst,  with  simple 
unavailability,  as  some  insurers  withdraw  from  those  areas  —  for 
whatever  reasons. 

I  cannot  conclusively  demonstrate  whether  insurance  in  the 
central  city  is  unaffordable  or  unavailable.  It  seems  clear  though 
that  it  is  not  adequately  widely  obtained.  However,  it  seems  that 
it  makes  little  difference  to  a  consumer  in  central  Milwaukee 
whether  he  or  she  can't  get  auto  insurance  because  either  (a)  it  is 
too  expensive  to  be  afforded,  or  (b)  it  is  simply  unavailable  at 
any  price.  The  fact  is  that  it  can't  be  had  by  many  consumers  who 
need  it. 

What  seems  necessary  thus  is  at  least  a  two-pronged  approach. 
First,  if  price  pressures  are  to  be  relieved,  underlying  costs  must 
be  addressed.  First-party  liability  structures  and  fraud  costs  are 
perhaps  the  most  important  areas  long-identified  where  skyrocketing 
costs  might  well  be  addressed  and  successfully  controlled,  thereby 
providing  the  possibility  of  premium  relief. 

Insofar  as  liability  is  concerned,  lower-income,  central  city 
consumers  primarily  insure  other  drivers  and  only  secondarily 
themselves.  Since  they  typically  have  smaller  loss  exposures, 
reversing  that  model  will  serve  to  ease  cost  pressures  for  those 
most  in  need  of  insurance  price  relief.  Similarly,  revamping  a 
liability  system  burdened  with  enormous  administrative  and 
transactional  costs  that  fails  virtually  completely  to  serve  either 
of  its  intended  purposes,  namely,  behavior  modification  or 
retribution,  would  be  a  major  step  in  bringing  cost  relief  to  low- 
income  consumers. 
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Second,  given  the  essential  nature  of  auto  insurance  as  a 
commodity,  exploration  of  various  economic  or  legal  incentives  to 
encourage  or  otherwise  promote  its  broader  obtainability  within 
central  cities  should  be  explored.  Several  admittedly  generic 
notions  worthy  of  study  might  include:  credible,  independent, 
analytical  research  regarding  the  unique  or  special  insurance  needs 
of  particular  communities;  pilot  programs  involving  flexible 
underwriting  and  appraisal  standards  responsive  to  special  factors 
in  low-income  or  minority  communities;  affirmative  and  sustained 
marketing  programs  targeted  at  such  communities;  and, 
experimentation  with  preferable  commissions  or  other  remuneration 
techniques  to  encourage  agents  to  place  business  in  such 
communities.  To  the  extent  that  pending  legislation  will 
substantially  support  these  efforts,  it  seems  beneficial. 
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STATEMENT  OF  SENATOR  RUSSELL  D.  FEINGOLD 
BEFORE  THE  HOUSE  OF  REPRESENTATIVES 
COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 
SUBCOMMITTEE  ON  CONSUMER  CREDIT  AND  INSURANCE 
THE  AVAILABILITY  OF  HOMEOWNER  AND  AUTOMOBILE 
INSURANCE  IN  MILWAUKEE,  WISCONSIN 


January  4,  1994 


Thank  you  Mr.  Chairman,  for  holding  this  hearing  on  the  problem 
of  discrimination  in  the  insurance  industry  and  for  allowing  me 
to  submit  my  testimony  on  this  subject  that  strikes  at  the  core 
of  the  ability  of  many  Americans  to  participate  fully  in  our 
society  by  being  able  to  enjoy  that  which  has  come  to  be  known  as 
the  "American  dream"  --  home  ownership. 

I  would  also  like  to  thank  Representative  Barrett  for  addressing 
this  problem  and  for  all  of  his  efforts  in  bringing  this  hearing 
to  Wisconsin.   It  is  critical  that  Congress  seeks  to  take  every 
opportunity  to  bring  the  legislative  process  to  the  people  whose 
lives  are  actually  affected  by  the  laws  written  in  Washington. 
It  is  one  thing  to  hear  the  testimony  of  the  experts  and 
lobbyists  at  hearings  in  Washington,  but  to  truly  reflect  the 
thoughts  and  experiences  of  those  who  we  are  elected  to  represent 
—  our  constituents  —  we  must  try  and  make  every  effort  to  open 
up  the  process  to  the  people  beyond  Washington  D.C.   Thank  you 
Chairman  Kennedy  and  Representative  Barrett  for  doing  so. 

Our  nation  has  struggled  with  the  problem  of  discrimination  in 
many  facets  of  American  life.   In  the  1960 's  we  tried  to  address 
many  of  the  areas  in  which  prejudice  permeated  our  society.   The 
Voting  Rights  Act  was  signed  into  law  to  ensure  that  all 
Americans,  regardless  of  race,  could  participate  in  our 
democratic  process.   Discrimination  involving  an  individual's 
right  to  choose  where  they  wanted  to  live  was  addressed  by  the 
Fair  Housing  Act,  and  Congress  responded  to  discrimination  in  the 
work  place  by  enacting  title  VII  of  the  Civil  Rights  Act. 

Each  of  these  laws  was  designed  to  protect  fundamental  aspects  of 
an  individual's  ability  to  participate  in  American  society. 

As  an  elected  official,  I  have  made  a  commitment  to  help  fight 
discrimination  in  all  of  its  ugly  forms.   As  a  state  senator,  I 
fought  hard  to  make  sure  that  all  communities  and  their  members 
had  access  to  the  lending  institutions  that  are  necessary  to 
purchase  a  home  or  operate  a  small  business.   As  Chair  of  the 
Wisconsin  State  Senate  Banking  Committee,  I  introduced  the 
Wisconsin  Community  Reinvestment  Act  which  would  have  made  it 
easier  for  state  regulators  to  identify  and  grade  the  performance 
of  financial  institution's  lending  records  in  low  income 
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communities . 


Now  another  form  of  racial  bias  and  prejudice  has  reached  the 
public's  attention  —  discrimination  in  the  insurance  industry. 
I'm  sure  that  this  is  old  news  to  many  of  the  people  in 
attendance  today  and  the  problem  is  no  stranger  to  Wisconsin 
either.   In  fact,  both  Representative  Barrett  and  I  worked  on 
preventing  insurance  discrimination  practices  while  we  were 
members  of  the  Wisconsin  State  Legislature.   In  1989  I  was  a 
State  Senate  cosponsor  of  a  bill  similar  in  some  respects  to  the 
one  introduced  by  the  distinguished  Chair  of  this  Subcommittee, 
which  would  have  prohibited  and  helped  eliminate  discriminatory 
practices  in  the  insurance  industry. 

Sadly  enough,  the  decisions  on  who  gets  insurance  and  what  type 
of  coverage  they  will  receive  based  solely  on  the  color  of  one's 
skin  or  the  neighborhood  in  which  they  live  by  excluding  a 
certain  geographic  area  from  insurance  coverage,  better  known  as 
insurance  redlining,  has  taken  place  for  some  time  and  has  been 
discussed  and  examined  by  public  officials  as  far  back  as  twenty- 
five  years  ago. 

And  recently  it  has  been  reported  that  these  practices  are 
currently  widespread  throughout  the  United  States.     It  is  not 
only  disturbing  that  discrimination  continues  to  exist  today,  but 
it  troubles  me  even  more  so  that  the  fine  City  of  Milwaukee  has 
received  national  attention  for  its  occurrence.   In  fact,  a  CNN 
television  report  even  stated  that  Milwaukee  is  becoming  famous 
not  only  for  beer,  but  for  insurance  discrimination.   The  type  of 
activity  that  has  prompted  such  allegations  cannot  and  must  not 
be  tolerated  in  our  society  —  let  alone  in  Milwaukee  or  the 
State  of  Wisconsin.   We  must  remedy  the  situation  so  that  the 
actions  of  a  few  do  not  discredit  the  rest  of  the  citizens  of 
Milwaukee  and  Wisconsin.  -'t 

It  is  important  that  people  of  all  races  and  ethnic  backgrounds 
be  placed  on  a  level  playing  field  when  it  comes  to  the 
opportunity  to  purchase  insurance.   It  is  difficult  enough  these 
days  for  anyone  to  be  able  to  afford  to  buy  a  home,  and  is  even   ^ 
more  difficult,  if  not  impossible,  to  purchase  one  without 
homeowner  insurance.  .    .  ._.        

It  is  an  insult  to  the  millions  of  Americans  of  color  who  take 
pride  in  home  ownership  and  make  their  payments  each  month  for 
certain  decision  makers  to  simply  write  them  off  by  ignorantly 
assuming  that  minorities  are  a  greater  risk  or  too  risky  to 
insure.   Not  only  does  this  type  of  thinking  prevent  many  hard 
working  individuals  of  all  means  the  chance  to  own  a  home  or 
start  up  a  business,  but  it  flies  in  the  face  of  the  evidence  and 
adds  to  urban  decay  as  well.   What  are  the  chances  for  a  section 
of  a  city  to  ever  rebound  or  be  revitalized  if  no  individuals  who 
are  committed  to  turning  things  around  are  ever  allowed  to  become 
insured  and  thus  enabled  to  purchase  a  home  or  create  jobs  by 
opening  a  small  business? 
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Unfortunately,  we  can  pass  all  of  the  laws  that  we  want  in  order 
to  make  discriminatory  activities  illegal  —  but  none  will  ensure 
that  such  practices  will  go  away.   Unequal  treatment  of 
individuals  solely  on  the  basis  of  the  color  of  their  skin  will 
not  disappear  because  a  law  is  enacted  making  it  illegal.   But 
the  law  does  enable  people  whose  rights  are  violated  to  seek 
redress  and  punish  those  who  violate  these  rights  through  the 
legal  system.   And  the  law  also  symbolizes  our  consensus  to 
condemn  and  eliminate  this  invidious  discrimination. 

That  is  why  I  would  like  to  commend  the  efforts  of  Chairman 
Kennedy  on  introducing  H.R.  1257,  the  "Insurance  Consumer 
Protection  Act  of  1993".   H.R.  1257  would,  among  other  things, 
give  federal  agencies  and  affected  individuals  the  ability  to 
effectively  detect  and  address  the  problem  of  insurance  redlining 
and  enforce  the  Fair  Housing  Act.  It  would  accomplish  this  by 
requiring  insurance  companies  to  disclose  and  report  the  number 
and  types  of  policies  made  along  census  tract  lines  along  with 
the  race  and  income  of  the  applicants  and  whether  the  applicants 
were  accepted  or  rejected.   Such  information  would  be  invaluable 
to  federal  prosecutors  and  individuals  seeking  redress  from 
discriminatory  redlining  practices.   And  of  course,  insurance 
companies  that  are  in  compliance  with  the  law  would  have  nothing 
to  fear  from  any  such  disclosures. 

Currently,  there  is  no  companion  measure  to  H.R.  1257  in  the 
United  States  Senate.   In  light  of  the  serious  nature  of 
insurance  discrimination  and  the  need  for  federal  legislation,  it 
is  my  intention  to  either  introduce  a  companion  measure  in  the 
Senate,  or  work  with  the  leadership  of  the  Senate  Banking 
Committee  to  introduce  a  measure  which  would  address  the  problem 
and  work  to  ensure  the  strongest  possible  measure  becomes  law. 

The  testimony  which  your  subcommittee  has  gathered  has  documented 
the  problems  of  insurance  redlining  and  its  consequences  for 
millions  of  Americans,  who  are  denied  insurance  or  forced  to  pay 
higher  premiums  for  lower  coverage.   I  am  pleased  that  the 
Clinton  Administration  has  expressed  its  support  for  legislation 
to  address  this  problem  and  has  urged  Congress  to  act  quickly  on 
this  important  matter.   At  a  minimum,  the  kind  of  information  and 
reporting  requirements  provided  for  under  H.R.  1257  should  be 
enacted. 

I  would  also  like  to  note  that  although  much  of  the  focus 
heretofore  has  been  on  homeowner  insurance,  both  H.R.  1257  and 
the  Clinton  Administration  have  made  it  clear  that  discrimination 
in  automobile  insurance  would  be  covered  as  well.   This  is 
another  important  area  of  concern  for  many  residents  of  these 
communities  and  I  am  pleased  that  these  proposals  will  address  it 
as  well. 

There  have  also  been  suggestions  made  that  the  insurance  industry 
ought  to  be  subjected  to  the  same  requirements  that  are  imposed 
upon  the  banking  industry  under  the  Community  Reinvestment  Act. 
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Just  as  the  banking  community  is  required  to  address  the  credit 
needs  of  all  communities,  we  should  consider  whether  the 
insurance  industry  ought  to  be  asked  to  make  a  similar  effort  to 
make  affordable  insurance  accessible  to  the  residents  of  those 
communities  as  well. 

In  conclusion,  I  would  like  to  again  thank  Representatives 
Kennedy  and  Barrett  for  their  work  in  this  area  and  for  bringing 
the  people  of  Milwaukee  into  the  process.   I  look  forward  to 
working  with  both  of  you  and  all  of  those  in  attendance  today  in 
making  sure  that  we  do  all  that  we  can  to  end  the  practice  of 
insurance  discrimination. 
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SEH.  PEIMGOLD  BLASTS  SHAMEFUL  PRACTICS  OF  INSORANCE  REDLINING 

IN  CONGRESSIONAL  TESTIMONY  SUBMITTED  TO  HBARINa  IN  MILWAUKEE 

Fain^old  Vows  to  TaJce  Up  Figbt  In  the   Senate, 

Raises  Possibility  of  Imposing  ■Community  Rsinvastmant" 

Requirement  on  Insxirance  Industry 


MILWAUKEE,  Wl  -  -   In  written  testimony  submitted  to  a 
Congressional  Subcommittee  Hearing  in  Milwaukee,  U.S.  Senator 
Russ  Feingold  attacked  the  practice  of  insurance  redlining  --  the 
practice  in  which  property  insurance  is  denied  to  individuals  on 
the  basis  of  race  or  geographic  areas  with  predominantly  minority 
residents. 

"This  shameful  practice  strikes  at  the  very  core  of  the 
ability  of  many  Americans  to  participate  fully  in  the  American 
Dream  --  home  ownership,"   Feingold  said.   "The  systematic  denial 
of  insurance  to  the  minority  community  simply  cannot  be  tolerated 
in  a  just  society." 


Feingold  vowed  to  take  up  the  fight  for  legislation  in  the 
Senate.   Since  there  is  no  Senate  companion  legislation  to  H.R. 
1257,  the  House  bill  to  outlaw  insurance  redlining,  Feingold 
announced  his  intention  to  introduce  similar  legislation  in  the 
Senate  or  work  with  the  leadership  of  the  Senate  Banking 

-  -  more  -  - 
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Committee  Co  develop  comparable  legislation.   As  Peingold  stated 
in  his  written  testimony,  we  must,  "ensure  that  the  strongest 
possible  measure  becomes  law." 

Peingold  also  raised  the  possibility  of  imposing  on  the 
insurance  industry  requirements  similar  to  those  in^osed  on  banks 
under  the  Community  Reinvestment  Act. 

"The  moral  imperative  is  obvious,"  said  Peingold,  "but  this 
insidious  practice  is  also  having  a  disastrous  impact  on  the 
economic  prospects  of  our  minority  neighborhoods  and  stifling 
local  business  development,  we  need  to  make  sure  that  the 
insurance  industry  is  fair  to  ail  American  families." 

It  has  been  reported  that  discriminatory  practices  by 
insurance  industry  are  widespread  throughout  the  United  States. 
Milwaukee  received  national  attention  recently  in  an  expose  aired 
by  the  Cable  News  Network. 

"It  is  not  only  disturbing  that  discrimination  continues  to 
exist  today,  but  it  troubles  me  even  more  that  the  national  media 
is  describing  Milwaukee  as  a  city  famous  for  beer  that  has  become 
infamous  for  redlining,  we  must  remedy  the  situation  so  that  the 
actions  of  a  few  do  not  discredit  the  rest  of  the  citizens  of 
Milwaukee  and  Wisconsin, "  Feingold  testified. 

The  House  Subcommittee  on  Consumer . Credi t  and  Insurance  held 
its  hearing  in  Milwaukee  at  the  request  of  O.S.  Rep.  Thomas 
Barrett.   Feingold  praised  Barrett  for  his  work  on  the  issue. 
Peingold  and  Barrett  worked  on  anti -redlining  bills  in  the  state 
legislature. 
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Feingold  also  thanked  Barrett  for  helping  to  bring  the 
hearing  to  Milwaukee,  saying,  "It  is  critical  that  Congress  seeks 
to  take  every  opportunity  to  bring  the  legislative  process  to  the 
people  whose  lives  are  actually  being  affected  by  the  laws  made 
in  Washington. " 
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